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- (noun) The attainment of a high rate of return on your software investment. 
Often occurs among practitioners that can collaborate with business clients 
in real time via a single, secure online database that’s always up to date and 
available anytime, anywhere. No imports. No exports. No seams. 


COLLABORATION... 
BEYOND DEFINITION. 


ACCOUNTING CS” « ACCOUNTING CS PAYROLL 

Making the most of your accounting software investment often starts with 
doing more for your clients—by doing less. Less importing. Less exporting. 
Accounting CS makes it easy, by combining your write-up, trial balance, 
live payroll, and client accounting applications seamlessly into one single, 
powerful platform. 


Its industry-leading collaboration capabilities allow you to build powerful 
client connections through a common user interface, while maintaining 
control of exactly how they view and access their information. Your staff 
enjoys new efficiencies with sophisticated cross-client processing, and 
reduces time spent on client support and client-keyed data adjustments. 
Less time shuffling data and more time adding value. 


Are you ready to squeeze more profit from every click? Then we'd like to 
have a word with you. We’ll show you how the next-generation accounting 
software can help you earn more by doing less. 


PUT IN A GOOD WORD... 


View our full list of unique definitions, tell us your favorites, 
and contribute your own at CS.ThomsonReuters.com/Words. 
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Becker Professional Education offers two powerful ways to develop 
your people and enhance the value of your organization. 


CPA Exam Review 
- More than 400,000 candidates have passed the CPA Exam with Becker. 
- Students who prepare with Becker pass the exam at double the rate 


of non-Becker candidates* 


Continuing Professional Education \ 
- Covers the critical topics your people need to know such as \ 
IFRS, revenue recognition and fair value. AY 


- Two convenient formats: webcast and on-demand 
PROFESSIONAL EDUCATION 





Visit becker.com to learn more 


*Becker Professional Education students pass at twice the rate of all CPA exam candidates who 
did not take a review course from Becker, based on averages of AICPA-published pass rates. Data 


verified by an independent, third-party firm. 
©2010 Becker Professional Development Corporation. All rights reserved. ACCOUNTING | FINANCE | PROJECT MANAGEMENT 
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With IntelliConnect, the most powerful research platform available, you'll never have to worry if you're looking in the right place for tax and 
accounting information. You can search your entire library of CCH content in a matter of seconds using simple keywords. You don’t have to choose 
search parameters and you don't have to know exact titles. For you, it’s peace of mind, For tax and accounting research, it’s a whole new world 


Take a walk through the world of IntelliConnect. To schedule a live demo, visit us 
at CCHGroup.com/Experience-IntelliConnect or call 1-877-CCH-6415. 
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Guard Against Cybertheft 

by Tommie Singleton, CPA/CITP/CFF, Ph.D., 
and Steven J. Ursillo Jr., CPA/CITP 

Learn how to mitigate the risk of a type 
of fraud in which the criminal surrepti- 
tiously obtains financial banking creden- 
tials, hijacks a corporate computer, and 
steals funds from the victim company’s 
bank accounts. 
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Cloud Computing: What 
Accountants Need to Know 

by Alexandra DeFelice 

The advent of “cloud computing” will 
continue to shape the technology of the 
accounting profession for years to come. 
This article explains the history and fu- 
ture of the cloud, and helps you under- 
stand cloud computing’s potential >. » 
benefits and risks. 
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This article examines the AICPA and IFAC codes and highlights AICPA projects designed 
to codify the AICPA ethics standards and align them with international standards. 
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| Test Your Knowledge of Professional nie coke ip 
Ethics Plenty of companies are selling cloud 


computing services. Here is some ad- 
vice on choosing the right one for you. 
> For all CPAs 


by Jason Evans, CPA 

Test your understanding of the AICPA’s Code of Professional Conduct with this 
ethics quiz. 

> For all CPAs 
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by Cynthia E. Bolt-Lee, CPA, and Janette Moody, CPA, Ph.D. 

This article is the sixth in a series designed to provide summaries of academic 
research useful for practicing CPAs. These summaries explain the conclusions of a 
wide range of research published in business ethics journals and give CPAs the 
opportunity to apply the results in day-to-day activities. 

> For all CPAs 
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New Pathways to Accounting 
Excellence 
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Insights from higher education, practice 
and related fields will enhance the pro- 
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of a commission to chart “a national 
higher education strategy for the next 
generation of accountants.” 
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Proper tax planning for trusts and es- 
tates requires allocating income and de- 
ductions between income or principal 
and between entity or beneficiary. Tax 
rate increases scheduled to occur in 
2011 and 2013 may alter the dynamic 


of how these allocations are determined. 
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Everybody knows 
spreadsheets can be full 
of hidden, costly mistakes. 


That’s why BlackLine replaces 
spreadsheet processes for: 


¢ Account reconciliations 

¢ Manual journal entries 

* Close task management 

¢ Transaction matching 

¢ Variance analysis 

¢ Consolidation system tie-outs 


So instead of bullsheets you get bulls-eyes every time. 


NoMoreBullsheet.com or call 888.999.6607 NG BLACKLINE 
S yi S a E M S 





SOCIAL MEDIA TIPS 


Join a LinkedIn Group 
LinkedIn is a popular web- 
site used by professionals ae 
to find past and present eoleaques or 
search for networking or job opportu- 
nities. But it’s also a great place to 
connect with peers who have similar 
interests. The “Groups” feature on 
LinkedIn received an overhaul this 
year, making it easier to join discus- 
sions and share ideas on the topics 
you're interested in. 

To search for groups of interest, 
sign in to your LinkedIn account at 
LinkedIn.com. If you are not cur- 
rently a Linkedin member, there’s an 
option to create an account on the 
home page. Once you're logged in, 
you can find groups in the Groups 
Directory, located at Linkedin.com/ 
groupsDirectory. There are options 
to search for groups by keyword, cate- 
gory (such as corporate, alumni or net- 
working) or language in the left col- 
umn. For example, a search for 
“AICPA’ will give you the option of 
joining the official AICPA LinkedIn 
group, which is open to all AICPA 
members. Just click “Join this group” 
to the right of the group name. 

Upon joining a group, take some 
time to observe the group and its 
members. What sorts of topics are 
discussed? How do group members 
interact with one another? Under the 
“Discussions” tab, you can look at 
the most popular discussions to get 
a sense of the group’s dynamics. 

Some groups also offer a job 
board (under the “Jobs” tab), plus 
there's the option of searching for 
specific group members by name or 
keyword (under the “Members” tab). 
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M FEATURED VIDEO 
Tech Tips From Clarke Price 
Clarke Price, president and CEO of the Ohio Socie- 
ty of CPAs, is something of a techie. He has made it 
a habit to reach out to CPAs and other professionals 
for feedback on their favorite apps for everything 
from smartphones to the iPad. Hear why Price 
thinks it’s helpful to get in on the conversation 
about apps, even for devices you're not using. He 
also discusses the growing importance of mobile 
technologies and cloud computing and the down- 
side of waiting too long to upgrade systems or try 
new tools. 

Also on journalofaccountancy.com, read “Tech Talk” columns on client portals 
and mobile technology options for CPAs. For an introduction to cloud computing, 
see “Cloud Computing: What Accountants Need to Know” on page 50. 





ONLINE EXTRAS 


® VIDEO 

The Importance of Knowing Your Worth 

James Metzler, CPA, AICPA vice president—Small Firm Interests, 
discusses tips to help CPAs convey their value to clients and 
common mistakes to avoid during the value conversation. 


% FAQs 

Proposed Revenue Recognition Standard 
The AICPA published a set of frequently asked questions and answers on FASB and 
the IASB’s published exposure draft, Revenue from Contracts with Customers, which is 
open for public comment until Oct. 22. Questions in the FAQ document address the 
time frame, major differences and in what scope the project will affect CPAs. 





®@ VIDEO 

Hiring and Employment Outlook in Business and Industry 
Carol Scott, AICPA vice president—Business, Industry and Gov- 
ernment, analyzes results of the AICPA/UNC Kenan-Flagler Busi- 
ness & Industry Economic Outlook Survey, 3Q 2010. Nearly a 
quarter of the more than 1,500 CPA financial executives sur- 
veyed indicated their organizations had too few employees but 
are hesitating to hire until uncertainty regarding the economy is 
resolved. For more about the survey, see page 18. 
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THERE IS NOTHING QUITE LIKE 
“THE SCRUTINY OF SINGLE AUDITS. 


TAX & ACCOUNTING 


And there is nothing on the market quite like the all new PPC's 
SMART Practice Aids - Single Audit, part of Checkpoint Tools from 
Thomson Reuters. 


Performing Single Audits has always been a complex process that 
requires judgment as well as risk-based considerations by auditors. 
Single Audits are now receiving unprecedented scrutiny and are 
subject to increased complexity and more frequent changes. 


PPC's SMART Practice Aids - Single Audit walks you and your 
staff through the entire Single Audit process providing a practical, 
automated, how-to process. 


You'll be able to efficiently: 


* — Determine whether the entity can elect to have a Program- 
specific Audit or whether it must have a Single Audit 


* Determine which Federal programs must be tested as major 
programs 


* Create a tailored compliance audit program for the Single 
Audit 


e Ensure that you've complied with the complex Federal rules for 
each step in this process 


Be sure you have all you need to perfom a Single Audit. Learn more 
about PPC’s SMART Practice Aids - Single Audit today. 


1.800.950.1216 - ria.thomsonreuters.com/singleaudit 


THOMSON REUTERS” 





© 2010 Thomson Reuters. Checkpoint and PPC are registered trademarks of Thomson Reuters (Tax & 
Accounting) inc. Other names and trademarks are properties of their respective owners, SPSQ_4C_O8i0. 
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@ Comparing the Ethics Codes: AICPA and IFAC page 24 

Catherine Allen, CPA, formed the consulting firm Audit Conduct in 2005 to help CPAs understand and comply 
with independence and ethics requirements. Previously, she was a senior staff member with the AICPA Professional 
3 ™ Ethics Division and director of independence for two of the Big Four accounting firms. 








@ Test Your Knowledge of Professional Ethics page 34 

if * | Jason Evans, CPA, is the senior technical manager of the Independence and Behavioral Standards (IND/BHS) Group 
of the Professional Ethics Division at the AICPA. He oversees the activities of the IND/BHS team including ethics 

i enforcement and interpreting the Institute’s Code of Professional Conduct and provides guidance to membership, 

state CPA societies and other interested parties on ethics and independence issues (for example, via the Ethics 

Hotline). He also is a liaison to the Independence/Behavioral Standards Subcommittee and participates on task forces 

of the Professional Ethics Executive Committee in connection with the committee’s standard-setting efforts. Prior to 

joining the AICPA, he was the controller of a garment company in New York City and an audit senior associate at 

PricewaterhouseCoopers, working primarily with middle market clients. 
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Cynthia E. Bolt-Lee, CPA, M.Tax., is an associate professor at The Citadel School of Business Administration in 
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and audit practice for international and local firms. Her research interests include tax ethics, accounting education, 
and the impact of research on practice. 


Janette Moody, CPA, Ph.D., is a professor at The Citadel School of Business Administration, where she teaches 

| graduate and undergraduate courses in management information systems, as well as undergraduate courses in 

| accounting and accounting information systems. Prior to joining the faculty, she worked for Price Waterhouse, GIE 
“ Corp., Eastern Airlines and Jack Eckerd Corp. 
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Tommie Singleton, CPA/CITP/CFF, Ph.D., CISA, CGEIT, is a scholar-in-residence at Carr Riggs & Ingram in 
Birmingham, Ala., and an associate professor in the Accounting & Finance Department of the University of 

| Alabama—Birmingham. He has provided consulting services over the last 15 years in various aspects of fraud and IT 
audit. He is currently serving a two-year term on the Council for the Alabama Society of CPAs, and a three-year term 
as a member of the AICPA’s Information Technology Executive Committee. 


Steven J. Ursillo Jr., CPA/CITP, CIA, CFE, CISA, CISM, CISSP, CGEIT, MCSE, is a principal and the director of 
Information Technology and Assurance Services at Sparrow, Johnson & Ursillo Inc., a Rhode Island-based full-service 
CPA firm. He has been with the firm since 1994, specializing in information system security, internal control 
assessments, fraud detection, data extraction and analysis, and information technology assurance services. His 
experience in the area of information security includes consulting and implementation services and security 
assessments involving network and application penetration testing. 
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State-by-State. Multistate. Across the States. 


Let BNA’s expert practitioners help you connect 
the dots of state tax research. 
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trends and issues with news and commentary. Plus, you get full text of primary sources. BNA 
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Bis se ayod senior Poaior Her primary role is planning, writing and editing technology articles for 
the magazine and website. She also helps to drive the JofA’s social media presence through the Facebook page, 
| facebook.com/journalofaccountancy, and Twitter account, AICPA_JofA. She graduated from Rutgers University 
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NewsDigest 


AUDITING 
Mi The PCAOB released for comment a 
proposed auditing standard (tinyurl.com/ 
29bayna) that it says would update and 
expand the requirements related to the 
auditor’s use of confirmations, requiring 
a high level of evidence. In a statement 
issued with the proposed new standard, 
PCAOB Acting Chairman Daniel Goelzer 
said the proposal modernizes the current 
confirmation standard, AU section 330, 
The Confirmation Process, and strengthens 
the confirmation requirements to better 
protect investors and other users of au- 
dited financial statements. His statement 
is available at tinyurl.com/3567guv. 

The proposal was developed based in 
part on feedback received on Concept 
Release on Possible Revisions to the PCAOB’s 
Standard on Audit Confirmations (tinyurl. 
com/2dsyq2q), which the PCAOB re- 
leased in April 2009, and through pub- 
lic discussion of the board’s Standing 
Advisory Group. The board also consid- 
ered International Standard on Auditing 
505, External Confirmations, issued by the 
International Auditing and Assurance 
Standards Board, and the Proposed State- 
ment on Auditing Standards, External 
Confirmations (tinyurl.com/2b5s8rh), of 
the AICPA’s Auditing Standards Board. 

The proposal’s changes fall into three 
categories: 

@ Auditors would be required to con- 
firm a wider range of accounts that rep- 
resent money owed to the company, 
including receivables “from credit sales, 
loans, or other transactions.” Currently re- 
ceivables only need to be confirmed if they 
arise “from the sale of goods or services 
in the normal course of business.” The 
proposal also would require confirmation 
procedures in response to significant risks 
arising from other kinds of transactions or 
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deel dale Ll 





ER Robert Her announced his retirement as ; FASB's chairman. Pb 
board member Leslie Seidman was appointed acting chairman, effective Oct. 1, ac- 
cording to a press release issued Dy the Financial Accounting Foundation, FASB’s 


_ parent organization. 











i: Along with the leadership change, FAF baaouoed that FASB is reverting noe 
__ its current five-member board makeup to seven members. FASB previously oper- 
~_ ated with seven board members from its inception in 1973 until 2008. 

The changes. come at a time when FASB and its international counterpart, the 
: International Accounting ‘ Standards Board, are Hace the clock on a series of stan- 


ards convergence projects. 











7 i ley also come against a Lies of diccicon. about private company 
financial reporting. An 18-member blue-ribbon panel created by the AICPA, FAF 
__and the National Association of State Boards of Accountancy is working to make 
recommendations bye December about the future of ee setting for private 


- companies. 












_ Herz led FASB fora more. shen a years, The lone Bree wateriouseCocpers 
__ chief technical partner took the helm at FASB on July 1, 7 pe weeks before 

the Sarbanes-Oxley Act was signed into law. 
“Bob Herz played an important role in the development of accounting standards 
c 8 a critical time,” oy Cc Melancon, president and CEO of the AICPA, said in 


arrangements with third parties, if the rel- 
evant assertions can be adequately ad- 
dressed by confirmation. The proposal 
includes a new requirement to confirm 
cash held with financial institutions. The 


PCAOB said fictitious bank accounts have 
been present in several notorious frauds. 

i@ It recognizes the prevalence of elec- 
tronic communications, electronic record- 
keeping and the Internet. It would also 
reflect the increasing frequency with 
which respondents include disclaimers, 
limitations and other legal boilerplate in 
their responses. 

@ It would more explicitly incorporate 
consideration of the risk of error or fraud 
into the selection, design and planning of 
confirmation procedures. 

The proposal also requires the auditor 
to evaluate the effect of disclaimers and 
restrictive language on the reliability of 
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a confirmation response. The comment 
period closed Sept. 13. 

M@ The AICPA’ Audit and Attest Standards 
staff has issued Technical Practice Aid 
8700.03, “Auditor’s Responsibilities for 
Subsequent Events Relative to a Conduit 
Debt Obligor.” The TPA provides guidance 
on the effect of FASB Accounting Stan- 
dards Update no. 2010-09 on ASC Topic 
855, Subsequent Events, regarding the 
auditor’s responsibilities for subsequent 
events relative to a conduit debt obligor 
and the date of the auditor's report. It is 
available at tinyurl.com/2b8gaqya. 


BANKING 

@ The federal financial regulatory agencies 
and the Conference of State Bank Super- 
visors issued guidance that encourages 
financial institutions to work with cus- 
tomers and consider measures to assist 
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Corporate Optimism and Corporate Expansion Indexes 


The Corporate Optimism Index and the Corporate Expansion Index both decreased in 
the third quarter, the first time since the first quarter of 2009 that both indexes de- 
clined in the same quarter. The indexes track financial executives’ sentiments about 
their companies’ economic outlook and their plans to expand over the next 12 months. 
Ratings above 0.5 are positive, while ratings below 0.5 are negative; the weighting re- 
flects the strength of the executives’ sentiments. 
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Source: AICPA/UNC Kenan-Flagler Business and Industry Economic Outlook Survey, 3Q 2010, fmcenter.aicpa.org. 


creditworthy borrowers affected by the 
BP/Deepwater Horizon oil spill in the Gulf 
of Mexico. 

The federal financial regulatory agen- 
cies include the Federal Reserve, the FDIC, 
the Office of the Comptroller of the Cur- 
rency, the Office of Thrift Supervision and 
the National Credit Union Administration. 

The regulators suggested that financial 
institutions consider some of the follow- 
ing alternatives for customers who can 
demonstrate they are affected by the dis- 
aster: 

w Temporarily waiving late payment 
charges, ATM fees, and penalties for early 
withdrawal of savings; 





™@ Expediting lending decisions when 
possible, consistent with safety and 
soundness; 

™ Extending or restructuring borrow- 
er debt obligations in anticipation of the 
receipt of funds based on claims the bor- 
rower may have filed with BP; and 

@ Easing credit terms or fees for loans 
to certain borrowers, consistent with pru- 
dent banking practice. 

The guidance encourages measures that 
can help customers recover financially and 
be better positioned to honor their obli- 
gations. The regulators said that, consis- 
tent with a long-standing practice of 
assessing the financial condition of insti- 





tutions directly affected by natural and 
other disasters, examiners will consider the 
unusual circumstances of banks and cred- 
it unions in affected areas in determining 
the appropriate supervisory response to 
safety-and-soundness issues. 

The Interagency Statement on Financial 
Institutions Affected by the Deepwater Hori- 
zon Oil Spill is available at tinyurl.com/ 
252Iqmk. 


ECONOMY 

@ Unemployment, government regulation 
and availability of credit caused optimism 
among CPA financial executives to drop 
sharply this quarter, and now half of ex- 
ecutives do not expect the U.S. economy 
to return to pre-recession levels until after 
2012, according to a survey conducted by 
the AICPA and the University of North 
Carolina’s Kenan-Flagler Business School. 

Results from the AICPA/UNC Kenan- 
Flagler Business & Industry Economic Out- 
look Survey, 3Q 2010, found that 21% of 
respondents were optimistic or very opti- 
mistic about the outlook for the U.S. econ- 
omy for the next 12 months, the lowest 
level of optimism recorded since April 
2009. This is down significantly from 40% 
who showed optimism during the second 
quarter of 2010. 

Total pessimism increased this quarter, 
with 40% of respondents reporting they 
were very pessimistic or pessimistic about 
the U.S. economy, up from 25% last quar- 
ter. The remaining 39% of respondents 
were neutral. 

The survey, conducted between July 21 
and Aug. 5, includes responses from 1,583 
CPA executives in business and industry. 

Respondents most often cited unem- 
ployment and government regulations and 
policies as reasons for their pessimistic out- 
look. Credit tightening was also cited by 
many executives, but was mentioned more 
frequently by small business executives. 

Key performance indicators—revenue 
and employment—remained steady in the 
third quarter. Fifty-eight percent of re- 
spondents expect to see revenue increase 
in the coming 12 months, while 27% ex- 
pect it to decrease. Expectations for hiring 
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also remained stable from last quarter, but 
continue to lag when compared with ex- 
pectations for revenue. Overall, 34% said 
they expect to increase the number of em- 
ployees at their business, 21% expect de- 
creases, and 45% expected no change in 
employment levels. By industry, employ- 
ment prospects look the best in the tech- 
nology sector, with 53% planning to 
increase staff. 

“The overall results confirm that the re- 
covery has slowed, but that managers re- 
main cautiously optimistic,” said Mark Lang, 
CPA, Ph.D., a Kenan-Flagler accounting pro- 
fessor who analyzed the survey results. 
“However, uncertainty about the sustain- 
ability of the recovery continues to limit 
planned investment and hiring. The next 
few months will be crucial in determining 
whether uncertainty resolves to the point 
where firms are willing to significantly in- 
crease spending and hiring.” 

Full survey results are available at 
aicpa.org. 


FINANCIAL REPORTING 

@ FASB issued Accounting Standards Up- 
date (ASU) no. 2010-20, Disclosures about 
the Credit Quality of Financing Receivables 
and the Allowance for Credit Losses, which 
FASB said in a press release will improve 
transparency in financial reporting by pub- 
lic and nonpublic companies that hold fi- 
nancing receivables, which include loans, 
lease receivables and other long-term re- 
ceivables. 

“The global financial crisis highlighted 
the need for additional information about 
a company’s financial instruments, in- 
cluding loans and other financing receiv- 
ables,” FASB Chairman Robert Herz said 
in the release. 

The ASU requires companies to pro- 
vide more information in their disclosures 
about the credit quality of their financing 
receivables and the credit reserves held 


against them. 

FASB said this additional information 
will assist financial statement users in as- 
sessing an entity's credit risk exposures and 
evaluating the adequacy of its allowance for 
credit losses. The ASU says that the current 
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a statement. “As FASB chairman, he pushed for more disclosure and better reporting 
on behalf of investors. The entire profession is grateful for his service. His intellect 
and humor will be missed. We look forward to working with Acting Chairman Leslie 
Seidman and three new members to be named to the board as they grapple with con- 
verging U.S. and international standards. Now more than ever, it is imperative that 
the Financial Accounting Foundation, working with the blue-ribbon panel, find an 
innovative solution to the problem of addressing the need for private company stan- 
dard setting in the United States. Private companies represent 50% of the U.S. econ- 
omy and deserve standards reflective of their unique user needs.” 


@ The PCAOB adopted a suite of eight auditing standards, Auditing 
Standards (AS) no. 8 through no. 15, that the board said would en- 
hance the effectiveness of the auditor’s assessment of, and response 
to, the risks of material misstatement in financial statements. The risk 
assessment standards address audit procedures performed throughout the audit, 
from the initial planning stages through the evaluation of audit results. The stan- 
dards, if approved by the SEC, will be effective for audits of fiscal periods begin- 
ning on or after Dec. 15, 2010. 

The PCAOB initially proposed a suite of standards on Oct. 21, 2008. After 
making changes in response to comments, the PCAOB reproposed the standards 
(tinyurl.com/375ccaQ) on Dec. 17, 2009. The reproposed document contained 
seven standards, but the final standards separated planning (AS9) and supervi- 
sion (AS10). PCAOB Acting Chairman Daniel Goelzer said in an official state- 
ment (tinyurl.com/2f56rr8) to the board that “a separate supervision standard 
... affords a better platform for future development of the concept of supervi- 
sion.” He said the audit planning standard “has been revised to better take into 
account multi-location engagements in which part of the work is performed by 
other auditors.” Goelzer’s statement made clear that further standard setting is 
likely in each area. 


high threshold for recognition of credit im- 
pairments impedes timely recognition of 
losses. FASB recently issued an exposure 
draft of a proposed ASU, Accounting for Fi- 
nancial Instruments and Revisions to the Ac- 
counting for Derivative Instruments and 
Hedging Activities: Financial Instruments 
(Iopic 825) and Derivatives and Hedging (Topic 
815), that would remove that threshold. 

The additional disclosures required 
under ASU 2010-20 for financing receiv- 
ables include: 

® Aging of past-due receivables, 

® Credit quality indicators, and 

® Modifications of financing receivables. 

The ASU requires a company to disag- 
gregate new and existing disclosures based 


on how it develops its allowance for credit 
losses and how it manages credit exposures. 

Short-term accounts receivable, re- 
ceivables measured at fair value or lower 
of cost or fair value, and debt securities are 
exempt from the ASU. 

For public companies, the amend- 
ments that require disclosures as of the end 
of a reporting period are effective for pe- 
riods ending on or after Dec. 15, 2010. 
The amendments that require disclosures 
about activity that occurs during a re- 
porting period are effective for periods be- 
ginning on or after Dec. 15, 2010. For 
nonpublic companies, the amendments 
are effective for periods ending on or 
after Dec. 15, 2011. 
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ASU 2010-20 is available at tinyurl. 

com/27ok7ug. 
@ An international committee formed 
Aug. 2 by the Prince of Wales’ Account- 
ing for Sustainability Project (A4S) and the 
Global Reporting Initiative (GRI) will work 
to integrate the way companies report on 
strategy, risk, governance, financial per- 
formance and sustainability. 

The International Integrated Reporting 
Committee (IIRC), whose high-profile 
members include the heads of FASB, the 
International Accounting Standards 
Board (IASB), the International Federation 
of Accountants (IFAC), each of the Big 
Four firms, representatives of some of the 
world’s largest institutional investors and 
governance organizations, is the result of 
a decision made last December at a meet- 
ing of more than 20 organizations includ- 
ing the AICPA to form a committee that 
would oversee development of an inte- 
grated reporting model. 

The organizations agreed that part of 
the problem in reporting on sustainabili- 
ty issues is that numerous organizations 
are developing standards but no single or- 
ganization is coordinating the efforts. 

“The intention is to help with the de- 
velopment of more comprehensive and 
comprehensible information about an or- 
ganization’s total performance, prospective 
as well as retrospective, to meet the needs 
of the emerging, more sustainable, global 
economic model,” the A4S and the GRI 
said in a joint press release. 

“The case for globally consistent fi- 
nancial reporting standards is well under- 
stood and accepted,” said IASB Chairman 
Sir David Tweedie in the press release. “It 
is appropriate to apply the same global 
approach to other aspects of corporate re- 
porting. This initiative represents an im- 
portant step on that journey.” 

“The goal of the IIRC is not to increase 
the reporting burden on companies and 
other entities,” said IFAC CEO lan Ball. 
“Rather, it is to help them and all their 
stakeholders make better resource alloca- 
tion decisions. All of us have a stake in a 
sustainable society. While integrated re- 
porting alone cannot ensure sustainability, 
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it is a powerful mechanism to help us all 
make better decisions about the resources 
we consume and the lives we lead.” 

More information on the IIRC is avail- 
able at integratedreporting.org. 
@ The Financial Accounting Foundation 
(FAF) announced it has joined the social 
media network Twitter to enhance and ex- 
pand its communication outreach with 
constituents. The organizations for which 
FAF has oversight, FASB and GASB, will 
also be included in the new outreach. 

Constituents interested in following 
important news and information about 
FAE FASB and GASB via Twitter can en- 
roll at fasb.org. Click on the Twitter logo 
on the bottom left of the home page. 


GOVERNMENT 

@ GASB issued its Suggested Guidelines 
for Voluntary Reporting, SEA Performance 
Information. The purpose of this document 
is to provide state and local governments 
with suggested guidelines intended to pro- 
vide a common framework for the effective 
external communication of service efforts 
and accomplishments (SEA) information. 

GASB said the reporting of SEA per- 
formance information— indicators of a gov- 
ernment’s actual performance in providing 
services to its citizens—is a valuable com- 
plement to the information in traditional fi- 
nancial statements and is an important 
method of demonstrating accountability. 
The Suggested Guidelines are intended to 
help state and local governments that 
choose to provide SEA performance infor- 
mation to residents, elected officials, and 
other interested parties to do so effectively. 

The Suggested Guidelines include what 
GASB has identified as the four essential 
components of an effective SEA report, the 
six qualitative characteristics of SEA per- 
formance information, and three keys to 
effective communication. 

The essential components identified are 
purpose and scope, major goals and ob- 
jectives, key measures of SEA performance, 
and discussion and analysis of results and 
challenges. The qualitative characteristics, 
as set forth in GASB Concepts Statement 
no. 1, Objectives of Financial Reporting, are 





relevance, understandability, comparabil- 
ity, timeliness, consistency and reliability. 
The keys to effective communication are 
intended audiences, multiple levels of re- 
porting, and forms of communication. 

The document can be purchased at 

gasb.org. 
@ FASAB’s Accounting and Auditing Pol- 
icy Committee (AAPC) issued Statement 
of Federal Financial Accounting Technical 
Release (TR) 12, Accrual Estimates for Grant 
Programs, guidance that the board says 
provides a cost-effective framework for de- 
veloping reasonable estimates of accrued 
grant liabilities. 

TR 12 applies to grants that are paid by 
a federal entity to nonfederal entities. It 
does not establish new reporting require- 
ments. 

The guidance addresses materiality 
considerations, risk assessment and pro- 
cedures for estimating accruals for grant 
programs, including acceptable proce- 
dures until sufficient relevant and reliable 
historical data is available for new grant 
programs or changes to existing programs. 
It also provides guidance on acceptable 
sources of documentation for grant ac- 
crual estimates; internal controls, includ- 
ing monitoring of internal controls and 
validation of grant accrual estimates; train- 
ing of grantees; and monitoring of grantee 
reporting. 

The TR is effective for periods begin- 

ning after Sept. 30, 2010. Early imple- 
mentation is encouraged. TR 12 is 
available at tinyurl.com/2wgxx35. 
Gi FASAB issued Statement of Federal 
Financial Accounting Standards (SFFAS) 
no. 39, Subsequent Events: Codification 
of Accounting and Financial Reporting 
Standards Contained in the AICPA State- 
ments on Auditing Standards. The state- 
ment incorporates the AICPA’s Statements 
on Auditing Standards AU section 560, 
Subsequent Events, into FASAB’s author- 
itative literature. AU section 560 includes 
accounting and financial reporting guid- 
ance that is not discussed in the au- 
thoritative literature that establishes 
accounting principles followed by the 
federal government. 
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The statement does not establish new 
accounting guidance. It merely incorpo- 
rates the existing guidance (to the extent 
appropriate in the federal government en- 
vironment) into the FASAB standards. 

“Incorporating authoritative account- 
ing and financial reporting literature into 
a single source would more clearly con- 
vey the requirements for reporting sub- 
sequent events and better enable entities 
to prepare basic information and required 
supplementary information (RSI) in con- 
formity with generally accepted account- 
ing principles,” said FASAB Chairman 
Tom Allen. 

Events or transactions that affect the 
basic information or RSI may occur sub- 
sequent to the end of the reporting peri- 
od but before the financial report is issued. 
Some of those transactions and events re- 
quire adjustments to the basic information 
or RSI while others may require disclosure 
in the basic information or RSI. SFFAS no. 
39 addresses the circumstances that may 
require adjustments or disclosure. 

SFFAS no. 39 is available at tinyurl. 
com/32gfz22. 


INTERNATIONAL 

@ The International Accounting Standards 
Board (IASB) published for public com- 
ment an exposure draft of improvements 
to the accounting for insurance contracts. 
The ED proposes a single IFRS that all in- 
surers, in all jurisdictions, could apply 
consistently to all contract types. 

When the IASB was established in 
2001, there were no international finan- 
cial reporting requirements for insurance 
contracts. In 2004 the IASB introduced 
IFRS 4, Insurance Contracts, as an inter- 
im standard that permitted many exist- 
ing international accounting practices to 
be retained, while beginning a more 
comprehensive review of insurance ac- 
counting as a second phase of the proj- 
ect. The current ED is the result of that 
review. 

Comments are due Nov. 30. The ED 
can be accessed by clicking on “Comment 
on a Proposal” under the “Get Involved” 
tab at www.ifrs.org. 
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XBRL 

@ The IFRS Foundation (formerly the IASC 
Foundation) published its first interim re- 
lease for the IFRS Taxonomy 2010, which 
is a translation of IFRS as issued Jan. 1, 
2010, into XBRL. This IFRS Taxonomy 
interim release reflects improvements to 
IFRS for the 2008-2010 project cycle, 
which was published in May 2010 as part 
of the IASB’s annual improvements process. 

IFRS Taxonomy interim releases con- 
tain additional taxonomy items that reflect 
new IFRSs as well as improvements to 
IFRSs published by the IASB. Previously 
the IFRS Foundation released a single, core 
IFRS Taxonomy each year, following the 
publication of the IFRS Bound Volume. As 
a result, entities wishing to report using 
new IFRSs and the IFRS Taxonomy were 
required to create their own taxonomy 
items, or to wait until the next annual Tax- 
onomy became available. 

The IFRS Foundation says the decision 
to issue IFRS Taxonomy interim releases will 
support the early adoption of IFRSs, by pro- 
viding taxonomy items earlier for reporting 
electronically using the latest IFRSs. It will 
also eliminate the need for entities to create 
their own taxonomy items. The interim re- 
lease is available at tinyurl.com/2doetow. 


FYI 

@ The Financial Accounting Foundation, 
the parent organization of FASB and GASB, 
named Mark Schroeder, a recently retired 
senior partner at Deloitte @ Touche LLP, 
to the newly created position of post- 
implementation review leader. He will be 
responsible for the post-implementation 
review of authoritative pronouncements 
issued by FASB and GASB. 


CORRECTION 

M@ The July 2010 article “Charitable Plan- 
ning” mischaracterized the effect of un- 
related business taxable income (UBTI) 
received by a charitable remainder trust 
(CRT). For tax years beginning after Dec. 
31, 2006, UBTI would not cause a CRT’s 
income from sources other than UBTI to 
become taxable. UBTI itself, however, is 
subject to a 100% excise tax. % 
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BE CAREFUL. 


ney 





W Take advantage of federal stimulus 
dollars. The Employment and Train- 
ing Administration, a part of the U.S. 
Department of Labor, has allocated 
$2.9 billion annually for fiscal years 
2010 and 2011 for work force train- 


ing. The American Recovery and 
Reinvestment Act of 2009 provides an 
additional $90 million, which is avail- 
able through June 30, 2012. 


Use National Emergency Grants. 


Employers who fill positions with dis- 
located workers may qualify for Na- 
tional Emergency Grants to help fund 
their on-the-job-training costs. Dislo- 
cated workers include those who 
have been terminated or laid off or 
have received notice that they will be; 
those who are eligible for unemploy- 
ment insurance or have exhausted 
their unemployment benefits; self- 
employed workers no longer em- 
ployed because of economic condi- 
tions or because of a natural disaster; 
individuals who have demonstrated 
an appropriate attachment to the 
work force, but are not eligible for 
unemployment insurance and are un- 
likely to return to a previous industry 
or occupation; and displaced home- 
makers no longer supported by an- 
other family member. 
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Make Training Grants 
Work for You 


The U.S. job market remains hobbled as many employers 
delay hiring. But economically trying times offer opportuni- 
ties to prepare for future growth. The AICPA has identified 
resources for training and assistance to help financial execu- 
tives meet these challenges. 


Training must evolve from an 
agreement between the employer and 
a local career center. Training costs in- 
clude those for supervision and lower 
productivity during the training as 
well as the actual on-site training pro- 
gram implemented. Employers may 
be reimbursed from 50% to 90% of 
training participants’ wage rate, which 
may be hourly or salaried. Businesses 
with 50 or fewer employees are eligi- 
ble for the highest reimbursement. 
The maximum reimbursement period 
is six months. For more information 
visit tinyurl.com/2ccvw8u and 
tinyurl.com/266bmbx. 


¥ Consider registered apprenticeships. 


Businesses also may be interested in 
registered apprenticeships as a career- 
development tool for new or current 
employees. Benefits vary by state and 
may include tax benefits and work 
force development grants. A regis- 
tered apprenticeship combines on- 
the-job training with custom blends 
of needed training. Most programs are 
four years, but may range from one to 
six years. Some states may match up 
to 75% of eligible wages for business- 
es with a maximum of 100 employees 
that combine apprenticeship with on- 
the-job-training. The Department of 
Labor maintains a list of more than 
1,100 occupations that are eligible for 


apprenticeships. Contact the nearest 
regional Office of Apprenticeship at 
tinyurl.com/22ujn4a or state appren- 
ticeship agencies at tinyurl.com/ 
2dznb9e. 


V Get paid to provide “work experi- 
ence.” Work experience (called “work 
share” in some states) is a planned, 
temporary, structured form of on-the- 
job training that may combine ele- 
ments of classroom education, Work- 
force Investment Act funding and 
unemployment compensation. Busi- 
nesses and local work force boards 
collaborate to offer experience to. 
prospective employees. Employers 
may receive a subsidy of a negotiated 
per diem rate from the Workforce In- 
vestment Act. Employees may contin- 
ue to receive unemployment benefits 
while working reduced hours and 
also may receive Workforce Invest- 
ment Act training assistance. A work 
experience workplace may be in the 
private for-profit sector, the nonprofit 
sector or the public sector. More in- 
formation is available at tinyurl.com/ 


ythzjje. 


Source: Adapted from the AICPA white 
paper “Training Grants and You: Expan- 
sion Through Career Development.” The 
full paper is available to the public at 
bit.ly/TrainingGrants. 
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Comparing the Ethics ‘ 


odes: 


AICPA and IFAC 


Institute's efforts focus 
on codifying and 
aligning rules with 
international standards. 


by Catherine Allen,CPA 





‘ harp increases in the number of multinational audits being per- 
formed by U.S. accounting firms means that more CPAs are per- 
_/ forming services under the International Federation of Accountants 
(IFAC) audit and attest standards. Although auditors must comply with 
the specific standards adopted in each jurisdiction, familiarity with IFAC’s 
International Ethics Standards Board for Accountants (IESBA) Code of 
Ethics for Professional Accountants (ESBA Code) in addition to the AICPA 
Code of Professional Conduct (AICPA Code) is a critical first step. When 
specifications differ, members should comply with the more restrictive 
of the applicable standards. 


This article compares the AICPA and IESBA __ codify the AICPA ethics standards and align 
codes and highlights the AICPA’ efforts to them with the international standards. 
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COMPARING THE AICPA 
CODE TO THE GLOBAL 
STANDARD 

The IESBA Code sets the global standard for 
the accountancy profession. The Code, avail- 
able at tinyurl.com/372k2wg, was updated 
and revised in July 2009. The revisions clar- 
ified the requirements for all professional 





accountants and significantly strengthened 
the independence requirements. The new 
code is effective Jan. 1, 2011, with early 
adoption permitted. Several transitional 
provisions have been incorporated to allow 
professionals and firms time to implement 
the more stringent standards. 

More similar than different. The IESBA 


EXECUTIVE SUMMARY 


and AICPA codes are more similar than 
different although some differences are 
significant. Though this article will focus 
mainly on the differences, in many cases, 
applying the codes to the same fact pat- 
tern will yield similar results. Also, some 
differences reflect formatting approaches 


and drafting conventions. For example, % 


@ IFAC’s International Ethics 
Standards Board for Account- 
ants promulgates the Code of 
Ethics for Professional Account- 
ants (IESBA Code). The latest 
edition of the IESBA Code was 
updated and revised in July 2009 
and is effective Jan. 1, 2011. The 
revisions clarified the requirements 
for all professional accountants 
and significantly strengthened the 
independence requirements. 

@ The IESBA and AICPA codes 
are more similar than different 
although some differences are 
significant. In many cases, apply- 
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ing the codes to the same fact 
pattern will yield similar results. 

@ The IESBA Code discusses 
certain potential independence 
matters that appear in the 
AICPA Conceptual Framework 
but not in the AICPA independ- 
ence rules. Examples include 
Long Association of Senior Per- 
sonnel (Including Partner Rota- 
tion) with a Client (§§ 290.150- 
.155) and Fees—Relative Size 
(§§ 290.220-.222). 

®& The IESBA Code imposes ad- 
ditional independence provi- 
sions that reflect the “extent of 


public interest in certain entities? 
Public interest entities—or “PIEs”— 
are listed entities (for example, en- 
tities whose securities are listed 
on a recognized stock exchange) 
and entities whose auditors are re- 
quired by law or regulation to com- 
ply with the same independence 
requirements as listed entities. 

&@ The IESBA splits its inde- 
pendence requirements into 
two sections. Section 290 pro- 
vides the strongest proscriptions 
and applies to audits and reviews 
of financial statements. Section 
291 provides generally less 


restrictive independence stan- 
dards that apply to all other 
assurance engagements. The 
AICPA does not bifurcate its 
independence standards. 


Catherine Allen (callen@ 
auditconduct.com) is the founder of 
the consulting firm Audit Conduct. 


To comment on this article or to 
suggest an idea for another 
article, contact Matthew G. 
Lamoreaux, senior editor, at 
miamoreaux@aicpa.org or 
919-402-4435. 
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IESBA Provision 


Summa 


the IESBA Code is divided into three parts: 
Part A applies to all professional accountants; 
Part B, only to persons in public account- 
ing; and Part C, to persons in business, in 
other words, everyone who is not in public 
practice. The AICPA does not apportion its 
principles and rules in this manner. Other 
differences are more substantive. 

As for similarities, both codes address 
areas such as independence, due care, con- 
fidentiality and the truthful reporting of in- 
formation. The principles underlying each 
code are also similar except that the IESBA 
addresses confidentiality and marketing as 
principles (the latter under professional be- 
havior), applicable to all professionals, 
whereas the AICPA Code includes these as 
rules applicable to members in public 
practice. The IESBA ethics requirements 
for professional accountants in business, 
such as corporate accountants, are much 
like those found in the AICPA Code al- 
though certain IESBA guidance is more 
comprehensive (for example, induce- 
ments, acting with sufficient expertise). 

Principles vs. rules. The IESBA Code 





is often referred to as a principles-based 
code while many consider the AICPA Code 
to be more rules based. Similar to com- 
parisons made between IFRS and U.S. 
GAAP these descriptions can be mislead- 
ing. Professional accountants are required 
to comply with the fundamental principles 
of the IESBA Code and apply a “concep- 
tual framework approach” to determine 
their compliance with the fundamental 
principles whenever they know (or 
should know) that circumstances or rela- 
tionships may compromise their compli- 
ance (§ 100.08). While the onus is on the 
professional accountant to do this, the 
bulk of the IESBA Code describes how the 
conceptual framework applies in specific 
situations, for example: 

@ How providing nonassurance sery- 
ices (such as valuations) to an audit 
client may threaten an accounting 
firm’s independence. 

m How receiving gifts or other induce- 
ments from a superior may threaten 
a corporate accountant’s objectivity. 

Like the AICPA Code, the IESBA Code 





- 





provides guidance for the more com- 
mon—but certainly not all—practice sit- 
uations. In all other instances, once a threat 
is identified, the IESBA requires a profes- 
sional accountant to: 
(i) Evaluate the significance of the threat 
(that is, determine whether the threat is 
at an acceptable level, meaning the 
threat would not compromise or appear 
to compromise the accountant’s com- 
pliance with the principle(s)) and 
(ii) If the threat is insignificant (that 
is, at an acceptable level), no further 
evaluation is required, or 
(iii) If the threat is significant (that is, 
not at an acceptable level), consid- 
er whether safeguards could elimi- 
nate or sufficiently reduce the threat 
to an acceptable level, and 
i Apply safeguards, as necessary, 
to eliminate or sufficiently re- 
duce the threat to an accept- 
able level, or 
Decline to perform (or dis- 
continue) the engagement or 
professional services. 
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4 ee : : ae 
Generally Exceed AICPA Requirements 


Provision Hace eernt AICPA Code eee nonicie 
Related == ——_—_— Except for listed entities,* the term “audit Does not broadly require Depending on the circum- 
| Entities ——_—_ client” includes entities that are controlled © members to apply the inde- _ stances, the IESBA Code 
Bet (directly or indirectly) by the audit client pendence rules to related == ~~ may be more restrictive than 
(related entities”), that is, restrictions on entities of their attest clients the AICPA Code because 
relationships with or interests in the audit —_ although an interpretation IESBA independence re- 
client** would also apply to related addresses financial interests quirements automatically 
enuties. in certain related entities of _ apply to entities the audit 
A hy whose Fares. stock of debt are the attest client (ET§  —_ client controls. Lacking a 


101.10) and three (3) ethics specific rule, AICPA mem- 
rulings address specific fact. — bers encountering a threat to 
patterns ioline related _ independence would be re- 


quoted or listed on a recognized stack ex- 
change, or are marketed under the regulations 
of a recognized stock exchange or other equiv- 





ae _ entities. ee 0 3 quired to apply the Concep- 
alent body. i . a4 peu. P 
i: € . 101. 10, FT 88 tual Framework, which may 
4% An entity for which the pica ac- a or may not lead to a similar 
countant performs a financial statement audit — 191.196-97, 88 ~ result as the IESBA Code 
oe 191.212-.13, and oe 
= y ~191.220-221) _  eiNOte: PEEC is currently 
(8 290.27) te ae as se I ie tec Ol pelient. 


oe - affiliates” and will likely 
expose guidance on this 
topic in the near future. 


ET 8 101.0) 


i- Requirements for listed 
 J@ntities m the U.S (SEC 










Listed E Entities | bape entities (anywhere i in the world) are. 
Ir considered Public Interest Entities (PIEs); 





Exchanges __ audits of these entities are subject to more : AICPA) oo rules  tegistrants) meet or exceed | 

restrictive independence rules. must apply those rulesin _ the IESBA independence 

(IESBA Definitions) oe to the AICPA Code. 3 oe for audits of . | 

, ee g8 101,02 101 05). ee 

es pth the case Tor olen acd 

entities. 

Documentation A professional accountant must document TE IESBA Code requirement The AICPA Code does not | 
te his or her determination that, after signifi- does not exist in the AICPA _ require a member to docu- 


mde pendence cant analysis of a threat to independence, it _ Code. | ent an iidependence 
i "was not necessary to apply safeguards be- __ | ater analyeed Ueiig tie 
ease hethreat was already atanaceept: = Conceptual Framework 
able level. (§ 290.29(b)) AELS 10802, Other unless the member conclud- 
Considerations) ed that the threat(s) to inde- 
ie a pendence required the 
application of safeguards. 








Entertainment Firms and audit teams, including persons = Independence would not be The IESBA standard of “triv- 
(Hospitality) who can directly influence the outcome of considered to be impaired if _ ial and inconsequential” is a 
From Clients the audit engagement, may only accept en- acovered member accepted _ lower threshold than the 
-— tertainment (for example, tickets toa show entertainment from an attest AICPA standard of “reason- 


a or other event) from an audit clientifthe  clientifthe entertainment _able in the circumstances.” 
value of the entertainment is trivial and in- was reasonable i in the cir- (Note: The AICPA standard 
consequential. cumstances. ees applies to more people, that 


is, all covered members 
under AICPA rules vs. the 
_ engagement team, persons 


(8 290.230) ae 191. 228- 229) 


(Continued on page 28) | 
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(Continued from page 27) 


Provision IESBA Code 


Pecan accountants may not perform 


The sidebar “Threats and Safeguards,” 
available with the online version of this ar- 
ticle at journalofaccountancy.com (enter 
20103002 in the search box), defines the 
terms and provides examples of each. 

Despite the principles vs. rules argu- 
ment, the IESBA Code does contain de 
facto rules; in several instances the Code 
states that the threats are so significant 





work approach (described above) to eval- 
uate ethical conduct throughout its code; 
the AICPA only requires members to use 
this approach if the rules do not address 
their situation. See the Conceptual Frame- 
work for AICPA Independence Standards (ET 
§ 100.01 of the AICPA Code)—the “AICPA 
Conceptual Framework.” Under guidance 
issued by the AICPA in 2009, members 


The IESBA and AICPA codes are 


more similar than different although some 
differences are significant. 


that no safeguards can be applied to re- 
duce or eliminate threat(s) to an accept- 
able level. For example, an audit team 
member could not own stock in his or her 
client and apply safeguards to mitigate 
the threat to independence because the 
IESBA Code prohibits audit team mem- 
bers from investing in their clients (8 
290.104). In other words, it explicitly 
states that the threat to independence is 
insurmountable. 

Differences in approach. Overall, the 
codes take somewhat different approach- 
es. The IESBA uses the conceptual frame- 


also have the option of applying the Con- 
ceptual Framework approach when other 
rules in the Code do not address their sit- 
uations. (See Guide for Complying with Rules 
102-505 at tinyurl.com/S4wyyzn). 
Topics addressed. As mentioned, the 
codes address many of the same topical 
areas. However, some differences exist. For 
example, the AICPA Code dictates how 
members in public practice may structure 
and name their accounting practices (ET 
§ 505) and describes several “discreditable 
acts” that violate the Code (ET 8 501); the 
IESBA does not. Likewise, the IESBA Code 








includes three topics (outside of the inde- 
pendence area) for professional account- 
ants in public practice that are not 
specifically addressed in the AICPA Code 
(see Exhibit 1). 

Comparing independence. The IESBA 
Code discusses certain potential inde- 
pendence matters that do not appear in the 
AICPA independence rules. Examples in- 
clude Long Association of Senior Personnel 
(Including Partner Rotation) with a Client (88 
290.150—.155) and Fees—Relative Size (88 
290.220-.222). So, for example, a mem- 
ber concerned about the significance of his 
or her audit fee would apply the AICPA 
Conceptual Framework (because no 
AICPA independence rule exists on the 
subject). Since both codes base their inde- 
pendence standards on the conceptual 
framework approach, the member should 
achieve a similar result applying the AICPA 
Code as he or she would applying the 
IESBA Code (see sidebar, “Application of 
the AICPA Conceptual Framework vs. Cer- 
tain Comparable Provisions in the IESBA 
Code,” with the online version of this ar- 
ticle on journalofaccountancy.com). 

Public interest entities. The IESBA 
Code imposes additional independence 
provisions that reflect the public’s keen 





28 Journal of Accountancy October 2010 


www.journalofaccountancy.com 


ETHICS/PROFESSIONAL ISSUES 


Exhibit 3 ‘AICPA Independence Requirements That 
Generally Exceed IESBA Requirements 












Provision  IESBACode eee eee onic 


ie IESBA Code permits members of the 
audit team and their immediate families to 
_ have loans from a financial institution audit — 
client if the loan was obtained under nor- mmediate families stringent. 
mal lending terms and conditions. A firm from obtaining loans from = 
~ with a loan that is material to the firm or financial ee attest : e a = a . co 
the financial institution client may apply ee S 101. 00. a 


safeguards to mitigate threats to independ- _, ee 4 cy oo a a iL 
ence (62 200118100) er al est c ients, in immediate families, whic 





ep for bu specific types Whether a loan is from a 
the AICPA pro- - financial institution or not, 
vered members and AICPA rules are more 



















WEES 





a o her words, nonfinancial encompass a broader group 
- Loans with nonfinancial institutions are - institutions, the AICPA rules of people and entities than 
” permitted if they are immaterial to both the do not permit any loans be- _ the IESBA. 
lender and borrower. (88 290.121-.122) tween. covered members and 


the attest client and certain 
: ons associated with the © 
such as officers. u 













: Deposit oi OF 8 8 firm, member of the audit team or his or 





covered tember may The AICPA Code imposes 
Brokerage _—_—siher immediate family may have a deposit e a deposit account with | additional requirements on 
- Accounts With — or brokerage account with a financial insti- _ ncial institution attest covered members who have 
oe. tution audit client if the account is held client if the amounts held these types of accounts. 
= under normal commercial terms. (8 are fully insured by the _ 





oe 290. 2) appropriate government = 
body or any uni 


IE RE ENE BRR RE RN YER OR SO Bs LEO 





es are inet ina oes. 
_ account must not receive oy 


c bate ee to pk 

OL loss 1 must be immaterial tO. 

the covered member’s net. 
worth. (Margin accounts: 
should be examined under 

the loan rules.) (ET 88 


: 191.081-82) 

_ The IESBA Code prohibits acting as an the AICPA oa opaee AICPA rules prohibit repre- 
advocate for an audit client before a public representation of an attest. —_ sentation whereas the IESBA 
tribunal or court to resolve a tax matter ifthe client in a tax court or simi- _ Code may allow the service 
amounts involved are material to the financial Jar forum toumpal if only immaterial amounts 

(Continued on page 30) | ‘ 
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[Neko bya er 


statements under audit. If the amounts in 


_. dispute are not material to the financial state- 
ments, the IESBA allows for a “threats and 
_ safeguards” analysis, which, dependingon 
the circumstances and available safeguards 
Gf needed), may permit the accountant to 
perform the services. (88 290.192—.194) 


_ The IESBA Code requires the professional 
accountant to evaluate any threats to inde- 


pendence (for example, advocacy), and 
apply safeguards as needed, which may 


allow the professional accountant to pro- 


vide the services. (88 290.207—.208) 


AICPA Code 





independence. ers 
OTs 05) ; 


; The AICPA Cole ai 
bans the provision of expert 


witness services to attest 


clients although, if certain 
“Criteria are met, a member 


are involved and oe 
are applied, as needed. 


Discussion of Differences 





AICPA rules generally pro- 
hibit expert services whereas — 
the IESBA Code will allow 


_ the service if safeguards | 
effectively extinguish any — 


es perform services for a threats to independence. 














AICPA rules largely prohibit — 
- contingent fee arrangements — 


Before providing nonattest services to an 
audit client for a contingent fee, the IESBA_t IE 
Code requires the professional accountant ym. te nonat- with attest clients; however, © 

to evaluate any threats to independence (in test services on a _ the IESBA willallowthis = 
other words, self interest), and apply safe- ne type offee arrangementif 
guards as needed, which may allow the - safeguards effectively extin- 
professional accountant to provide the : guish threats to SS 
services. (8§ 290.226—.227) OU 












_ The absence of an exemp- 
tion in the AICPA Code 
_ generally makes it more 
strict than the IESBA Code, 
although ultimately this will 
depend on the professional _ 
- accountant’s evaluation of © 
threats to independence, and 
the availability of So 
“te ee mitigate iden- 
| tified threats. . 


Permits a professional accountant to con- I 
tinue to provide audit or review services to 
an entity that has recently merged with, 
been acquired by, or acquired an attest i 
client (that is, the entity becomes a “related 
entity”) despite the existence of interestsin _ 
or relationships with the related entity that 
normally would impair independence. 
Permitted circumstances are limited to 
those in which (i) the professional account- 
ant cannot complete certain actions (for el 
example, dispose of a financial interest) __ 
prior to the effective date of the merger or 
acquisition and (ii) appropriate Ly Loc pean ee Se : ! | 
are applied. (§ 290.33-.38) . De ee rssCsCs§¥ 


_ The IESBA Code (88 290.39 (general), 
290.117 (financial interests), 290.133 





“Inadverten 


. The absence of a jieaeee 
- Violation: 


for inadvertent oe ae 





(family and personal relationships), and makes the AICPA Code ~ 
~ 290.159 (nonassurance services provided generally more restrictive = 
toa related entity)), provides a limited than the IESBA Godebe- 





exemption for certain independence viola- 
tions by professional accountants if specific 
_ criteria are met. 


cause inadvertent violations 
that qualify for the IESBA . 
ie ion may be consid- 
ered violations of the AICPA 
oe independence ules. of 
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interest in certain types of entities. Pub- 
lic interest entities—or “PIEs”—are list- 
ed entities (for example, entities whose 
securities are listed on a recognized stock 
exchange) and entities whose auditors are 
required by law or regulation to comply 
with the same independence require- 
ments as listed entities, which depending 
on the jurisdiction, may include certain 
banks or pension funds. Additional pro- 
visions fall into the following areas: 

® Employment of audit team member 

or senior/managing partner (one- 
year “cooling off” period); 

@ Long association of senior audit per- 

sonnel with audit client; 

@ Bookkeeping/payroll services; 

w Valuation services; 

@ Tax calculations; 

m@ Internal audit services; 

@ Information technology system de- 

sign or implementation services; 

® Recruitment services; and 
® Significant client fees. 

The AICPA rules do not include sim- 
ilar provisions for PIEs in these areas; 
however, the Code broadly requires 
members to comply with more restrictive 
rules applicable to their engagements, 
which can bring about similar results as 
the IESBA PIE rules. For instance, if B 
Company lists its common stock on the 
New York Stock Exchange, it would be 
considered a PIE under IESBA standards. 
A member auditing B Company who 
complies with the independence rules of 
the SEC and the PCAOB would also be 
in compliance with the AICPA and the 
IESBA codes because the SEC/PCAOB 
rules are as stringent (in some cases, more 
so) than the IESBA requirements. 

Split-level independence. The IESBA 
also splits its independence requirements 
into two sections. The first—section 
290—provides the strongest proscrip- 
tions and applies to audits and reviews of 
financial statements. The other—section 
291—provides generally less restrictive 
independence standards that apply to all 
other assurance engagements. The AICPA 
does not bifurcate its independence stan- 
dards; however, a very narrow exception 





exists for certain restricted-use reports 
issued under the Statements on Standards 
for Attestation Engagements (SSAEs), and 
a newly adopted standard on network 
firms applies only to financial statement 
audit and review engagements. 

Exhibit 2, “IESBA Independence Re- 
quirements in § 290 That Generally Ex- 
ceed AICPA Requirements,” highlights 
provisions in IESBA Section 290, Inde- 
pendence—Audit and Review Engagements, 
that are generally more stringent than rel- 


eration of all comments at PEEC meetings 
that are open to the public. Convergence 
does not mean that PEEC will adopt lower 
standards when the IESBA standards are 
less strict. 

Ethics Codification Project. In De- 
cember 2008, the AICPA launched an 
Ethics Codification Project to reformat 
and enhance its ethics literature. Today, 
the literature exists in multiple locations, 
such that similar subject matters are some- 
times disjointed, making it difficult for 


Convergence does not mean that PEEC 
will adopt lower standards when the IESBA 


standards are less strict. 


evant provisions of the AICPA Code (ET 
8 101, Independence). Exhibit 3, “AICPA 
Independence Requirements That Gen- 
erally Exceed IESBA Requirements,” lists 
AICPA provisions that are generally more 
restrictive than the comparable IESBA 
provisions. 


AICPA CopIFICATION AND 
CONVERGENCE PROJECTS 

As a member body of IFAC, the AICPA 
agrees to have ethics standards that are at 
least as stringent as the IESBA standards. 
Since 2001, the AICPA Professional Ethics 
Executive Committee (PEEC) has under- 
taken certain convergence projects to align 
the AICPA Code with the IESBA Code (for 
example, network firms, AICPA Conceptual 
Framework). Efforts are ongoing and cur- 
rently include initiation of a task force to 
evaluate the IESBA provisions for members 
in business and industry and another to re- 
view the application of independence rules 
to affiliates of an attest client. 

Meaning of convergence. “Conver- 
gence” in this context means PEEC may 
propose new or revised interpretations of 
AICPA rules if they are less strict than 
comparable guidance in the IESBA Code. 
Any proposed changes to the Code follow 
full due process under the AICPA bylaws, 
which includes exposure of the proposed 
standard to the membership and consid- 


members to know for certain whether 
they have considered all the relevant mat- 
ters. Similar to the FASB Accounting Stan- 
dards Codification, the AICPA ethics 
literature will be put into a logically struc- 
tured, topical format and redrafted using 
consistent wording conventions and 
styles. PEEC is re-evaluating ethics guid- 
ance that is outside the AICPA Code (for 
example, informal AICPA staff positions 
and basis for conclusions documents, 
which carry no authority but provide 
helpful guidance or background on the 
rules) to determine whether that guidance 
should be proposed for inclusion in the 
Codification as part of the authoritative 
standards. 

The primary objective of the Codifi- 
cation Project is to improve the Code by 
making it topical and easier to use. Other 
important goals are to improve research 
capability through technology and to 
enhance the clarity of the Code. At the 
time this article was developed, PEEC’s 
Codification Task Force was considering 
the IESBA Code as a structural model for 
the Codification. AICPA members who 
perform audit and attest services 
under IFAC standards may find it simpler 
to understand any differences and comply 
with both codes if they are structured sim- 
ilarly. This approach is also consistent with 
recommendations in the U.S. Treasury 
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Department's Advisory Committee on the 
Auditing Profession’s October 2008 report 
to promote the understanding of and com- 
pliance with professional independence re- 
quirements. 

Member and other constituent feed- 


S/PROFESSIONAL 


back. Due to the significant changes PEEC 
expects to make to the style and structure 
of the AICPA Code, the committee will ex- 
pose the Codification to the membership 
and consider those comments before adopt- 
ing the new Code. PEEC will also commu- 


AICPA RESOURCES 


JofA articles 

g ‘A Global Standard for Professional 
Ethics, May 2008, page 46 

gw “Navigating the Crossroads of Control and 
Independence,’ Dec. 2007, page 42 

m “Ethics Rules Get Tighter,’ Dec. 2006, 
page 59 


Use journalofaccountancy.com to find past 
articles. In the search box, click “Open Ad- 
vanced Search” and then search by title. 


Publication 


Independence and Ethics Developments 
Audit Risk Alert (#0224709) 


wil 


For more information or to make a purchase, 
go to cpa2biz.com or call the Institute at 
888-777-7077. 


Website 
AICPA Professional Ethics Division, 
tinyurl.com/267adgk 


OTHER RESOURCES 


Websites 

@ International Ethics Standards Board for 
Accountants, ifac.org/ Ethics 

@ International Auditing and Assurance 
Standards Board, ifac.org/IAASB 

m Public Interest Oversight Board, ipiob.org 


ISSUES 








nicate with and request input from con- 
stituent groups, including AICPA members, 
state boards of accountancy, CPA societies, 
accounting regulators and others, to keep 
them informed about the proposed changes 
and solicit their feedback. 

The Codification Project is scheduled 
to be completed in about two years. Mem- 
bers and other interested parties are en- 
couraged to relay their comments and 
questions about this project to PEEC at 
egoria@aicpa.org. ~ 


ON» 


JournalofAccountancy.com 


Go to bit.ly/EthicsCode to read the 


companion article “Threats and 
Safeguards” and the case study 
“Application of the AICPA Conceptual 
Framework vs. Certain Comparable 
Provisions in the IESBA Code-’ 


www.utulsa.edu/mtax 
mtax@utulsa.edu ¢ 918-631-2242 


100% online ° May he corsa in 2 years of part-time study ¢ Fully AACSB Accredited 


Faculty dedicated to online instruction “Top 1 
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7. Keeping up with regulatory changes. 
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businesses. 
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10. Struggling to make your practice more 
profitable. 
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These challenges probably cost your practice hundreds 
of hours and tens of thousands of dollars. So what are 
you doing about it? 





Now there's an answer. 

The Power Practice System™ includes eight web-based 
cloud computing solutions that solve the key challenges 
you face in your practice. The System is built by 
AccountantsWorld, a company with 25 years of 
experience in solving the key problems facing 
accountants like you. 


Challenges solved. Guaranteed. 

After using the Power Practice System for one year, if 
you’re not fully convinced that it has improved your 
practice and lived up to your expectations, simply ask for 
your money back. 


“If you are looking at a way to transform your practice 
into more than just another accounting firm, this 


product deserves a strong look.” 
~ The Progressive Accountant, July 2010 





To learn more about the Power Practice System, 


visit www.AccountantsWorld.com 
or call 888-999-1366. 


AccountantsWorld® 
Power Practice” 





any AICPA members have expressed confusion about pro- 
| visions covered under Interpretation 101-3, Performance of 
tL Nonattest Services, of the AICPA Code of Professional Con- 
duct. For example, what nonattest services can a CPA perform for 
an attest client? What are the requirements involving management 
responsibilities to oversee the project? This quiz is based on those 
and other frequently asked questions (FAQs) found on the Institute’s 
Professional Ethics Division’s website (tinyurl.com/267adgk). 





When in doubt, refer to the section titled 
“Specific Examples of Nonattest Services” in 
ET section 101, Independence, for high- 
lights of the impact on independence of 


performance of nonattest services. Ques- 


to the Professional Ethics Division at 
ethics@aicpa.org or by calling the AICPA’s 


tions about the Code also can be directed | 





Editor’s Note 

This quiz is based on responses of the 
AICPA Professional Ethics Division staff 
to members’ inquiries. It is not a pro- 
nouncement of the Professional Ethics 
Executive Committee nor does it pur- 
port to set forth an official position of 
the AICPA. In addition, the questions 
and answers do not address the re- 
quirements of other regulatory bodies, 
such as state boards of accountancy 
and the SEC, whose positions may 
differ from those of the AICPA. 
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hotline for guidance. 

To access the Ethics Hotline, dial 888- 
777-7077, menu option #5, followed by 
menu option #2. You will be asked to leave 
a message with your name, phone num- 
ber and whether you are an AICPA mem- 
ber. The call will be returned regardless 
of your membership status. Anonymous 
callers must leave a phone number. 


QUESTIONS 

1. A sole practitioner performs a re- 
view engagement for a small company 
owned by two partners. The two part- 
ners are involved in the sale of the com- 
pany’s products and neither has ever 
performed an accounting function. The 
client has an office manager who main- 
tains the accounting records among 
his various responsibilities. The office 
manager is not a CPA and does not have 
a degree in accounting. The company’s 
remaining employees work in the pro- 
duction facilities. The sole practitioner 
performs certain tax and bookkeeping 
services permitted under Interpretation 
101-3 for the client. Based on the fact 
that none of the client’s employees have 
an accounting background, can the sole 
practitioner perform the nonattest serv- 
ices and still remain in compliance with 
the general requirements of Interpreta- 
tion 101-3? 


2. Based on the fact pattern in Question 
1, the sole practitioner calculates the de- 
ferred tax asset for the financial state- 
ments. Neither of the partners nor the 
office manager possesses the skills to cal- 
culate the deferred tax asset in the cur- 
rent year nor do they intend to learn how 
to perform such a calculation in future 
years. Is the sole practitioner's inde- 
pendence impaired? 


3. A CPA audits a small privately held 
company. The owners of the company are 
considering offering some key employees 
life insurance as part of their compensa- 
tion. The owners inquired with the CPA 
on the effects such a plan may have on 
their financial statements. Would the CPA 


ETHICS 


have to follow the general requirements 
of Interpretation 101-3 in providing the 
advice? 


4. ACPA performs the audit of a small 
privately held company. The client has a 
bookkeeper, but no CPA on staff. During 
the audit, the CPA proposes adjustments 
to the financial statements. The journal 
entries include adjustments to the accu- 
mulated depreciation account, a reclas- 
sification of long-term assets and an 
adjustment based on sales cutoff testing. 
Would the proposal of these entries be 
considered a bookkeeping service sub- 
ject to Interpretation 101-3? 


5. A CPA performs a review engage- 
ment for a small company that has lim- 
ited staff for its accounting and finance 


7. Inthe questions above, must the CPA 
document the client’s review and approval 
of the bank reconciliation and the journal 
entries made? 


8. ACPA performs an audit for a private 
closely held company. The two owners of 
the company are heavily involved in day- 
to-day operations and the accounting 
and finance functions. The CPA is asked 
to perform financial planning activities 
for the owners on a personal basis. 
Would these services be subject to In- 
terpretation 101-3? 


9. A CPA performs the audit of a com- 
pany. The client deposits money into the 
CPA firm’s account. The account is to- 
tally separated from that of the firm’s 
money and other accounts. The client is 


Questions about the Code of Professional Conduct 
can be directed to the Professional Ethics Division at 


ethics@aicpa.org or by calling the Ethics Hotline. 


functions. The CPA receives copies of 
check disbursements, invoices and pur- 
chase orders, and books the journal en- 
tries accordingly for the client. The client 
has identified each cash disbursement, 
invoice and purchase order (for example, 
inventory, phone bill, payroll, misc., 
etc.). As the CPA is booking the entry, the 
CPA assigns the general ledger account 
number for the type of expense as iden- 
tified by the client. Would this be con- 
sidered determining or changing journal 
entries, account codings or classifications 
as prohibited by Interpretation 101-3? 


6. Based on the fact pattern in Question 
5, the CPA also receives a copy of the 
client’s bank statement and performs a 
bank reconciliation at the end of each 
month. The client reviews and approves 
the bank reconciliation. Would prepar- 
ing the client’s bank reconciliation be 
considered “maintaining internal con- 
trols” for the client and impair inde- 
pendence? 


a signer on the account and is able to 
make transfers and write checks from the 
account. The CPA only transfers money 
to vendors of the client when the client 
requests and formally approves. Would 
this service be permitted under Inter- 
pretation 101-3? 


10. A review client of a CPA has a pile of 
invoices indicating the purchase date and 
purchase price of all of its fixed assets. 
The CPA compiles the information into 
an Excel spreadsheet creating a fixed as- 
sets schedule with formulas to calculate 
monthly depreciation on the assets. 
Would this service impair independence 
under Interpretation 101-3? 


/AANSWERS 

1. Yes. The general requirements for 
performing nonattest services under 
Interpretation 101-3 include a require- 
ment that the client must designate an 
individual who possesses suitable skill, 
knowledge and/or experience, preferably 
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within senior management, to oversee 
the service. While the client does not 
have anyone who is a CPA or anyone who 
has a formal accounting education, the 
owners of the company and/or the office 
manager may possess the suitable skills 
and knowledge to understand and over- 
see the nature of the services provided 
based on their working knowledge of the 
client’s operations, the industry and gen- 
eral business knowledge. Overseeing the 
service does not require the designated 
individual to supervise the member in 
the day-to-day rendering of the services. 
Rather, the individual should agree on 
the nature, objective and scope of the 
services; receive periodic progress re- 
ports when appropriate; make all signif- 
icant judgments; evaluate the adequacy 
and results of the service; accept re- 
sponsibility for the service results; and 
ensure that the resulting work product 
meets the agreed-upon specifications. 
The skill, knowledge and/or experience 
needed will vary depending on the na- 
ture of the nonattest service. 


2. No. Interpretation 101-3 does not re- 
quire that the client have a representative 
who can re-perform the nonattest servic- 
es. In this instance, the client is not ex- 
pected to possess the expertise of the 
member in terms of deferred tax assets. 
The client must, however, understand the 
basis for the deferred tax assets and the 
impact the deferred taxes have on the fi- 
nancial statements. 


3. No. Providing such advice to the own- 
ers would generally be considered a rou- 
tine activity that would not be considered 
a nonattest service that is subject to In- 
terpretation 101-3. Routine activities in- 
volve providing advice or assistance to a 
client on an informal basis in the normal 
course of a client-CPA relationship. Rou- 
tine activities typically are insignificant in 
terms of time incurred or resources ex- 
pended and generally do not result in a 
specific project or engagement or in the 
member’s producing a formal report or 
other formal work product. 
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4. No. Proposing adjusting journal en- 
tries is considered to be a normal func- 
tion of an audit and is not considered a 
nonattest service subject to Interpreta- 
tion 101-3. 


5. No. If the client sufficiently identifies 
the type of expense and the CPA books the 
entry to the general ledger account based 
on the expense identified by the client, in- 
dependence has not been impaired. 


6. No. For purposes of Interpretation 
101-3, preparing the client’s bank recon- 
ciliation would not be considered main- 
taining internal controls and is permitted 
provided the client reviews and approves 
the bank reconciliation and meets the 
other requirements of Interpretation 
101-3. The client, however, must still ac- 
cept responsibility for designing, imple- 
menting and maintaining internal controls 
for the company. 


7. No. Interpretation 101-3 states that, 
before a member begins performing nonat- 
test services, he or she should document 
in writing his or her understanding with 
the client regarding the objective of the en- 
gagement, the services to be performed, 
the client’s acceptance of its responsibili- 
ties, the member’s responsibilities, and any 
limitations of the engagement. However, 
the member does not have to document 
who reviewed and approved the work per- 
formed, although the member may wish 
to provide documentation to provide ey- 
idence that such a review and approval 
took place. 


8. No. The engagement to perform per- 
sonal financial services for the owners 
would not be subject to Interpretation 
101-3 since the owners are considered to 
be separate from the company, which is 
the attest client. 


9. No. The member must not have cus- 
tody of client funds. 


10. No. Independence would not be im- 
paired provided the client reviews and 





approves the amounts and calculations 
in the schedule and makes any necessary 
decisions (for example, useful lives of 
the assets), understands the nature of the 
service, and accepts responsibility for 
the schedule. 





Jason Evans (jevans@aicpa.org) is the senior 
technical manager of the Independence and 
Behavioral Standards (IND/BHS) Group of the 
Professional Ethics Division at the AICPA. 


To comment on this article or to suggest an idea 
for another article, contact Loanna Overcash, 
senior editor, at lovercash@aicpa.org or 919- 
402-4462. 
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Comprehensive Course (#7323183) 

g Real World Business Ethics for CPAs 
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@ Selected Topics in Professional Ethics 
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For more information or to make a 
purchase, go to cpa2biz.com or call the 
Institute at 888-777-7077. 


On-Site Training 
Real-World Business Ethics: How Will 
You React? (#RWBE) 


Go to aicpalearning.org to access 
courses. Click on “On-Site Training” then 
search by “Acronym Index.’ If you need 
assistance, please contact a training rep- 
resentative at 800-634-6780 (option 1). 


Website 
AICPA Professional Ethics Division, 
tinyurl.com/267adgk 


Standard 
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tinyurl.com/2cyfzcw 
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Ethics Research 


by Cynthia E. Bolt-Lee,CPA, 
and Janette Moody,CPA, Ph.D. 





Editor’s note: This article is part of a se- 
ries that samples accounting research 
and distills key findings for busy practi- 
tioners and preparers. These summaries 
explain the implications of a wide range 
of research and give CPAs the opportu- 
nity to apply the results in day-to-day ac- 
tivities. Readers interested in more detail 
should review the full text of each arti- 
cle to explore the hypothesis, research 
process, statistical analysis, supporting 
theories and conclusions. 


{ 
} 
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“ thical behavior is difficult for any researcher to measure and analyze, 
“4 especially in real-life situations. Results are often imprecise due to the 
../ challenges inherent in quantifying what is ethical and what is not. Much 
a the work done is theoretical, and involves either creating or applying ethics 
models. To draw conclusions from ethics research, due to the many vari- 
ables involved, researchers must rely on judgment and assumptions as they 
study an individual’s actions, reactions and reasoning for the individual’s be- 
havior. Nonetheless, the conclusions drawn and models proposed in ethics 
research provide valuable insights into ethical behavior, and it is an impor- 


tant area of academic research. 


ETHICAL SHIFTS AFTER ENRON 
Recent research suggests a shift in the eth- 
ical behavior of management, apparently 
linked to the highly visible convictions of 
Enron executives. The timing of two sep- 
arate studies by the same author reveals in- 
teresting changes in the decision-making 
behavior of management before and after 
the convictions. This research suggests a 
movement toward a more “heightened 
state of ethical awareness” resulting from 
the greater likelihood of punitive conse- 
quences imposed for unethical corporate 
behavior given high-profile trials for al- 
leged corporate malfeasance. 

Author Shane Premeaux conducted 
both studies, each through a questionnaire 
sent to 1,000 marketing managers in the 
U.S. and each resulting in a response rate 
of more than 40%. The first, in 2003, was 
conducted after Enron’s bankruptcy but 
before its executives were prosecuted. Par- 
ticipants in the study responded to a se- 


ries of vignettes containing ethical dilem- 
mas. The responses were evaluated to de- 
termine their position on the ethical issues 
presented in situations involving areas 
such as conflict of interest and interpreta- 
tion of gray areas within specific laws. 
Results from the 2003 study suggest- 
ed that business practitioners at the time 
relied on a combination of “act and rule 
utilitarian ethical philosophy.” This ethical 
theory says that, when an individual 
makes a decision, the best choice is one 
that provides the greatest good, regardless 
of laws or socially acceptable behavior. 
Therefore, decisions are acceptable if they 
lead to the greatest good, while ignoring 
justice and the direct spirit of the law. 
After the convictions of Enron execu- 
tives, Premeaux repeated his study. The 
2006 study included several questions 
identical to those in the 2003 study. Re- 
sults revealed a change in philosophies, 
with a current predominant reliance on the 


a 


38 Journal of Accountancy October 2010 


www.journalofaccountancy.com 





combined ethical theories of “rule utili- 
tarian and rights rationale.” This suggests 
a greater respect for the law and a belief 
that actions are moral when they are fair, 
just and respect the rights of everyone. 
This shift in moral philosophy reveals 
more ethical decision making according to 
the law, which in turn indicates actions 
that, according to the author “in the long 
term may be in the best interest of busi- 
ness and society.” 

The author suggests that managers are 
now adhering to laws more closely due to 
the social and political changes since Enron, 
not due to a shift in moral thinking. Prior 
to the conviction of Enron executives, busi- 
ness scandals without real consequences 
had little impact on behavior. Essentially, 
management decision making is currently 
more aligned with acceptable ethical be- 
havior, resulting in greater respect for the 
law as a means of avoiding the sanctions 
that come with noncompliance. 

The research, titled “The Link be- 





tween Management Behavior and Ethical 
Philosophy in the Wake of the Enron Con- 
victions,” appeared in the March 2009 
issue of the Journal of Business Ethics. 


" 





"ROGRAMS AND THE 





PARADOX OF CONTROL 
Corporate ethics programs have become 
widespread in part because organizations 
convicted of ethical violations are eligible 
to have their federal penalties reduced by 
up to 95% if they have a qualifying ethics 
program in place. This change occurred 
due to the Federal Sentencing Guidelines 
for Organizations (FSGO) of 1991. 


Authors Jason Stansbury and Bruce 












Barry cite research showing mixed results 
when examining organizations with pro- 
grams containing four elements: written 
standards, anonymous advice help lines, 
anonymous reporting and training. Could 
an organization’s ethics program hinder 
rather than enhance an employee’s ethical 
behavior? Could an ethics program actual- 
ly weaken employee skills for handling am- 
biguous ethical situations? The authors of 
“Ethics Programs and the Paradox of Con- 
trol” (Business Ethics Quarterly, April 2007), 
drawing upon research in the areas of psy- 
chology and organization theory, provide a 
compelling case for how an improperly 
constructed, albeit well-meaning, ethics 
program can disable rather than enable em- 
ployees to act appropriately when con- 
fronted with situations involving question- 
able ethical behavior. 

The authors suggest that the mixed 
outcome of ethics programs reflects 
the different mechanisms underly- 


ad 


y 


ing the programs themselves. At % 


their core, ethics programs are control sys- 
tems designed to align employee behavior 
with management’s values. Employers can 
achieve this in one of two ways: either 
through agreement on shared values be- 
tween management and employees or by 
coercive mechanisms in which manage- 
ment alone dictates what employee be- 
haviors should be. However, coercive con- 
trol programs are less likely to develop an 
employee’s skills necessary to address am- 
biguous situations. An “atrophy of moral 
competence” results when workers are not 
required to use their individual judgments, 
but are directed to turn the situation over 
to “experts” such as the human resources 
department, legal counsel, etc. 

The authors recommend a combined 
program that includes accountability for 
specific violations plus coaching and goal 
setting. Overall, Stansbury and Barry rec- 
ommend that organizations: 

1. Regularly review and revise their 
ethics programs using anonymous feed- 
back to help employees develop “moral 
imagination”; 

2. Utilize a philosophy of prioritized 
principles (for example, provide guidance 
on which has precedence: animal rights or 
customer safety); and 

3. Use anonymous help lines and train- 
ing to provide advice. 


REBUILDING STAKEHOLDER 
TRUST IN BUSINESS 
One of the goals of an effective ethics pro- 
gram is to inspire trust in the organization. 
Authors Mark Bandsuch, Larry Pate and 
Jeff Thies note that organizations can en- 
hance trust through the inclusion of cer- 
tain key elements in corporate governance 
policies, specifically: 

® Principle-centered leadership 

@ Transparency 

@ Stakeholder voice 

@ Ethical culture 

While principle-centered leadership 
sets the tone for an organization’s ethical 
culture and promotes stakeholder voices, 
trust comes from being able to “see” these 
features via corporate transparency. Busi- 
nesses provide information to stakehold- 
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ers either actively (without being prompt- 
ed) or passively (having it available only 
upon request). A reinforcing cycle of prin- 
ciple-centered leadership providing trans- 
parency increases the accountability of 
leadership, thereby reinforcing ethical gov- 
ernance and responsiveness to stakehold- 
er voices. Citing various research studies, 
the authors conclude that trust, based on 
ethical leadership and transparency, leads 
to increased employee loyalty and job sat- 
isfaction, which in turn fosters adaptabil- 
ity and productivity, resulting ultimately in 
overall corporate success. 

Given the importance of transparency 
to stakeholder trust, how can an organi- 
zation assess how well it is doing in this 
area? The authors created a transparency 
measurement tool (TMT) to provide a 
framework to assist management in or- 
ganizing and examining key dimensions of 
organizational transparency. The TMT as- 
signs a score to each dimension of trans- 
parency: accuracy, comprehensiveness, rel- 
evancy, timeliness, accessibility, clarity and 
responsiveness. Each dimension is evalu- 
ated for major corporate categories: risk 
management, OSHA, stakeholder voice, fi- 
nancial data, management structure, 
ownership and BOD structure, industry 
standards, environmental impact, compa- 
ny values, and human rights. Each item is 
scored on a scale from 1 (unacceptable) to 
5 (outstanding). Each category’s total score 
is then either summarized or averaged to 
provide an overall organizational score. 

The TMT can be used as an internal 
management tool that looks beyond the 
organization’s reported regulatory infor- 
mation to include other information rel- 
evant to stakeholders. The March 2008 ar- 
ticle “Rebuilding Stakeholder Trust in 
Business,” published in Business and Soci- 
ety Review, includes the TMT matrix. By 
completing the matrix, an overall trans- 
parency score can be calculated and the 
results used for comparisons over time 
and as a method of benchmarking with 
other organizations. Whether performed 
by internal personnel or by independent 
auditors, the assessment process itself can 
provide a valuable examination of the or- 





ganization’s practices. However, in the final 
analysis it is the organization's prerogative 
as to whether it will take action to improve 
its transparency to stakeholders. Thus, as 
is true of all tools available to management, 
the TMT’s value lies in shedding light on 
those practices that are commendable as 
well as those that are not. 


It’s LOVELY AT THE Top: 
PERCEPTIONS OF 
ORGANIZATIONAL ETHICS 

Is it possible that top executives, charged 
with setting an organization’s ethical tone, 
see its ethical culture in a vastly different 
light than do lower-level employees? And 
if so, why would this be the case? Linda 
Trevino, Gary Weaver and Michael Brown 
(“It's Lovely at the Top,” Business Ethics 
Quarterly, 2008) use identity theory to 
support and explain the disconnect be- 
tween top management's positive percep- 
tion of the corporation’s ethical environ- 
ment and the less positive perceptions of 
lower-level employees. 

Identity theory suggests that employ- 
ees tend to see their organization in an 
overall positive light because doing so reaf- 
firms their own positive self-identity as 
part of that organization. However, this 
“accentuating the positive” is more pro- 
nounced in senior management. This is 
because ascent to the top is a result of cul- 
tivating close relationships with other like- 
minded top members, thereby further 
solidifying the individual’s corporate 
identity. This is also reflected in a stronger 
organizational commitment. In addition, 
top management is required to represent 
the organization to outsiders, in other 
words, to be the “face” of the organization, 
further intensifying the individual’s iden- 
tification with the corporation and the de- 
sire to see it in a positive light. 

This identity bond is less strong as one 
moves down the hierarchy where employ- 
ees are more psychologically distant from, 
and cynical of, their employers. While still 
being “good” employees in terms of per- 
formance, they nevertheless can have a less 
positive perception of corporate ethics ini- 
tiatives than do senior managers. Lower-level 
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employees may perceive corporate ethics 
programs as control instruments rather than 
as truly representing and cultivating an eth- 
ical environment. 

The authors verified the above theories 
with a large survey of employees in three 
major corporations. Their findings showed 
that senior managers, compared to pro- 
duction and clerical workers (employees), 
were less likely to see ethics programs as ex- 
isting to protect top management from 
blame, were more likely to view the ethics 
programs in a positive light, were more 
likely to believe that employees would re- 
port unethical behaviors, and were more 
likely to believe that employees would 
seek advice from management about their 
ethical concerns. This gap between top 
management's perceptions of the firm’s 
ethical culture and the perception among 
lower-level employees can have serious 
consequences if it leads to a neglect of eth- 
ical leadership and management through 
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the false perception that all employees are 
as positive about the organization’s ethi- 
cal environment as are top managers. 
The authors suggest that a more active 
involvement by top management in un- 
derstanding the ethical environments of all 
levels of the organization is necessary to 
prevent unwanted consequences. Senior 
management should be familiar with how 
their employees view ethics at the organ- 
ization. Top management should not rely 
on worker surveys but rather should cre- 
ate opportunities for regularly scheduled 
direct interactions between the two groups 
in open communications. It is suggested 
that top management participate in joint, 
interactive ethics training courses with 
lower-level workers. It is also suggested that 
senior executives receive regular and de- 
tailed briefings on items collected through 
their whistleblower reporting centers to 
stay abreast of workplace concerns about 
unethical activities. ” 


Cynthia E. Bolt-Lee (bo/t@citadel.edu) is an 
associate professor and Janette Moody 
(janette.moody@citadel.edu) is a professor 
at The Citadel School of Business Adminis- 
tration, Charleston, S.C. 


To comment on this article or to suggest an 
idea for another article, contact Matthew G. 
Lamoreaux, senior editor, at mlamoreaux@ 
aicpa.org or 919-402-4435, 
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Learn steps that can help avoid falling victim to electronic funds transfer fraud. 


by Tommie Singleton, CPA/CITP/CFFE Ph.D, and Steven J. Ursillo Jr, CPA/CITP 
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from the victim’s bank accounts. 


In this scenario, referred to as a fraudulent 
electronic funds transfer (EFT) transaction, 
a cybercriminal uses a software tool to gain 
control of the victim’s computer from a re- 
mote computer. The criminal then uses an 
EFT to move most, if not all, of the money 
in the victim’s bank account to one under 
his or her control, often costing the victim 
tens, if not hundreds, of thousands of dol- 
lars. The increasing scope of this fraud 
prompted the FDIC to issue an alert warn- 
ing about it last year (available at tinyurl. 
com/2cz9sto). 

According to the FDIC alert, the num- 
ber of frauds has increased, as well as the 
size of losses, resulting from cyberthieves’ 
stealing login credentials and using them 
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type of fraud has come into the public eye in the past year in 
which the criminal surreptitiously obtains financial banking 
-\. credentials, hijacks a corporate computer, and steals money 


to carry out unauthorized EFTs, which in- 
clude Automated Clearing House (ACH) 
transactions and wire transfers. 

Many small to medium-size business- 
es (SMBs) face some risk related to this 
fraud. The Washington Post reported a case 
in November 2009 in which cyberthieves 
tried to steal $1.3 million from a large 
property management firm by initiating 
debits against it with credentials stolen 
from a painting company. 

What makes this type of fraud a wide- 
spread concern for CPAs is that, rather than 
targeting large banks, criminals are target- 
ing businesses that may be clients of pub- 
lic accounting firms. Additionally, CPAs 
who work in business and industry are 





often in a key accounting position or are the 
finance officer, and thus are in positions of 
responsibility related to this type of fraud. 

This article describes how these crimes 
are perpetrated, the associated risks and 
some preventive measures. 


A TYPICAL SCENARIO 

FOR EFT FRAUD 

In a legitimate setting, a bank’s customer 
who has established the ability to conduct 
online EFT transactions connects to a fi- 
nancial institution to execute a wire trans- 
fer or ACH transaction. The expectation is 
that the customer's system, once authenti- 
cated by the bank, is authorized to conduct 
the activity. However, in the case of this par- 
ticular EFT fraud, a cybercriminal com- 
promises the originating system. There are 
many types of EFT fraud, but this article 
is limited to the specific scheme described 
in this section, primarily wire transfer 
fraud, but also ACH transaction fraud. 


> 





Time is of the essence in discovering 
and responding to unauthorized EFT 
transactions. Unlike the case with con- 
sumers, who enjoy strong federal protec- 
tion in cases of ACH fraud, a business 
must notify the bank within two days of 
a fraudulent ACH transaction or the busi- 
ness may be liable for the loss. But a fraud- 
ulent wire transfer demands detection 
within hours—less than two days. 

The scheme has basically three steps: 
(1) illicitly acquire the login credentials, (2) 
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ality to capture the organization’s bank ac- 
count information, banking credentials, 


and online activities (for example, EFT 


transactions). The user of the compro- 
mised computer is usually unaware that 
anything malicious has occurred. 

Bank security systems use a technique 
that can be described as a “fingerprint” to 
authenticate customers for online banking. 
It is basically a snapshot of one or more 
computer/IT features such as an IP address, 
cards attached internally to the computer, 


Time is of the essence in discovering and 
responding to unauthorized EFT transactions. 


covertly gain unauthorized access to the 
victim’s computer to avoid the bank’s se- 
curity features that are activated when it 
does not recognize the login “fingerprint,” 
and (3) transfer the victim’s bank funds to 
an account the cybercriminal controls. 

In the first step, credentials are usual- 
ly compromised by using a malicious pro- 
gram distributed as an e-mail attachment, 
unintended Web browsing download, or 
file transfer of a seemingly legitimate/ 
innocent file. The user inadvertently al- 
lows this malicious program (for example, 
a “Trojan horse”) to be downloaded and 
executed. The attacker then can use the 
program’s keystroke-capturing function- 


and other technical aspects of the system 
that are accessible from the computer's 
memory. Those are read by the bank’s sys- 
tem to create a relatively unique set of tech- 
nology features. The fingerprint is saved 
when the customer registers with the bank. 
At any login, the bank’s authentication 
system takes a snapshot of the computer 
logging in to the system, matches that fin- 
gerprint against the one on file, and if it is 
substantially the same, the system assumes 
the user is authentic. If it does not match, 
the bank’s authentication system adds a 
layer of authentication by asking a securi- 
ty question or using an alternative authen- 
tication procedure (for example, a personal 





identification number (PIN) sent to a pre- 
viously arranged cell phone or e-mail ac- 
count)—which again was established by the 
customer during the account setup process. 

In the second step, the cybercriminal hi- 
jacks the victim’s computer system to use 
it as a trusted source to avoid the security 
of the fingerprint, and to allow the fraud- 
ster to conduct a fraudulent EFT. The crim- 
inal uses a hacker tool (software) to hijack 
the system. If the criminal simply stole the 
credentials and tried to log in from his or 
her own computer, that would lead to an- 
other layer of authentication (that is, fin- 
gerprints do not match) that the criminal 
would likely be unable to compromise. But 
the bank’s system recognizes the login from 
the victim computer's fingerprint, does not 
sense a need for further security measures, 
and mistakenly allows the unauthorized 
user to access the account. 

Once logged in and authenticated by 
the bank’s security system, the criminal 
proceeds to the last step. He transfers out 
most, if not all, of the funds in the victim’s 
bank account, usually via wire transfers, 
and typically sends the funds to individ- 
uals known as “money mules.” Mules are 
often recruited through common online 
help-wanted job sites, and, in most cases, 
are unaware that the activity they are per- 
forming is related to a crime, usually under 
the impression that they are working for 
some legitimate business, such as a mar- 
keting company. 
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EXECUTIVE SUMMARY 


@ There has been an increase 
in electronic funds transfer 
(EFT) fraud being perpetrated 
on small to medium-size busi- 
nesses in the past year. 

& Victim entities have their 
bank login credentials stolen 
by cybercriminals, who then 
take remote and unauthorized 
control of the victim organiza- 


tion’s computer, and proceed to 


transfer all available funds from 
accounts via wire transfers or 
Automated Clearing House 


(ACH) transactions. 

@ It is possible that a victim of 
this fraud will be unable to 
recover lost funds. 

B There are controls to miti- 
gate the risk associated with 
this fraud and the related losses, 
including appropriately designed 
policies and procedures, aware- 
ness/education, information 
security controls and banking 
procedures. 

® CPAs in public accounting 
should be aware of this fraud 
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so they can advise potentially 
affected clients. 

@@ CPAs in business and indus- 
try have an even greater inter- 
est in understanding this fraud to 
mitigate potential risk for their 
employer. 


Tommie Singleton (tsingleton@ 
cricpa.com) is a scholar-in- 
residence at Carr Riggs & Ingram 
in Birmingham, Ala., and an asso- 
ciate professor in the Accounting & 
Finance Department of the Univer- 


sity of Alabama-Birmingham. 
Steven J. Ursillo Jr. (sursillojr@ 
sju.com) is a principal and the 
director of Information Technology 
and Assurance Services at 
Sparrow, Johnson & Ursillo Inc., a 
Rhode Island-based full-service 
CPA firm. 


To comment on this article or to 
suggest an idea for another arti- 
cle, contact Alexandra DeFelice, 
senior editor, at adefelice@ 
aicpa.org or 212-596-6122. 
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here’s no wonder why so many CPAs say Group Variable Universal Life Insurance (GVUL) is the best 

Plan offered by the AICPA Insurance Trust. GVUL participants receive the same features as CPA Life 
Plan participants, plus additional features like a tax-deferred fixed rate account currently offering 4.5%. And, 
GVUL goes beyond traditional life insurance plans by letting you reap the benefits during your lifetime. 


Like CPA Life, GVUL offers affordable group rates, 
but GVUL gives you even more: 


* benefits you can use during your lifetime 
* coverage to age 100—20 years longer than CPA Life, and 
* a tax-deferred fixed account with an annual return currently offering 4.5%. 


In addition to the 4.5% fixed account, GVUL gives you other choices: invest conservatively, aggressively or 
not at all. Of course, like all investment plans, there are some risks associated if you choose to invest money. 


You should consider the investment objectives, risks, charges and expenses carefully before investing. Refer to the 
prospectus that contains this and other information. Please read the prospectus carefully before investing. Please 
contact Aon Benfield Securities, Inc. for a copy of the prospectus. 













See if GVUL is right for you. For complete information about 
GVUL, including benefits, charges and exclusions, call Aon Benfield 
Securities, Inc. toll free at 1-800-223-7473 for a free prospectus and 
GVUL Information Kit. 
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Group Variable Universal Life Insurance (contract series 89759) is issued by The Prudential Insurance Company of America (Prudential), 751 Broad Street, Newark, NJ 07102, and is distributed 
by Prudential Investment Management LLC (PIMS), Three Gateway Center, 14th Floor, Newark, NJ 07102-4077, each being solely responsible for its financial condition and contractual 
obligation. GVUL is offered and administered through Aon Benfield Securities, Inc, Member FINRA/SIPC, 159 East Count Line Road, Hatboro, PA 19040-1218, 1-800-223-7473. The Booklet- 
Certificate contains all details, including any policy exclusions, limitations and restrictions, which may apply. The Plan Agent of the AICPA Insurance Trust is Aon Insurance Services. Aon 
Benfield Securities and Aon Insurance Services are not affiliated with either Prudential or PIMS. 

Aon Insurance Services is a division of Affinity Insurance Services, Inc.: in CA, MN & OK, (CA Insurance License #0795465) Aon Insurance Services is a Division of AIS Affinity Insurance Agency, 
Inc.: and in NH & NY is a Division of AIS Affinity Insurance Agency. 
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The criminal wires the mule amounts 
just under $10,000, to avoid Bank Secrecy 
Act requirements to file a Currency Trans- 
action Report (CTR) for deposits of 
$10,000 or more and thus avoid potential 
immediate detection. The mule is instruct- 
ed to keep a small amount (usually $500 
or less) as compensation, and then to trans- 
fer the remainder to an account specified by 
the criminal. That account is typically an 
offshore account in a safe harbor for the 
crook (for example, the funds may be trans- 
ferred to a foreign country uncooperative 
with the FDIC and U.S. banks, such as 
Latvia or Ukraine), usually preventing re- 
course by the bank to recover the funds. 

The primary hope of recovery is that the 
bank will be able to reverse the wire trans- 
fer. The Uniform Commercial Code (UCC) 
requires banks to make a best effort to re- 
cover the funds. But there is a catch: Section 
202 of Article 4A of the UCC says that “a 
payment order received by the ... bank is 
effective as the order of the customer, whether 
or not authorized, if ... the bank proves that 
it accepted the payment order in good faith 
and in compliance with the security procedure 
and any written agreement or instruction of 
the customer ...” (emphasis added). 

If the fraud can be traced to a security 
breach in the victim’s computer (for exam- 
ple, malware or hijacking program), the 
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bank may be able to avoid responsibility for 
the recovery of the lost funds. The bank also 
may find that the customer is not in com- 
pliance with its security authentication pro- 
cedures, which also impairs the victim’s 
ability to recover lost funds. The bank must 
explicitly agree in advance to be liable for 
damages from EFT fraud before recovery is 
generally possible. Even if the bank makes 
a best effort to recover the funds, it may be 
impossible for the bank to recover anything, 





seas account within a few minutes. ACH 
transactions usually take a day or two be- 
cause of the “float” that generally happens 
due to the intermediary “clearinghouse” 
used to complete the transaction. 


RISK ASSESSMENT OF 

EFT FRAUD 

EFT fraud prevention steps share a com- 
monality with general fraud prevention. 
The organization should conduct a formal 


If the fraud can be traced to a security breach in the 
victim's computer, the bank may be able to avoid 
responsibility for the lost funds. 


leaving the victim to suffer the loss. There- 
fore, the bank seldom gets stuck with a loss 
from this EFT fraud. Even lawsuits by vic- 
tims against banks are difficult because of the 
UCC rules, the fact one cannot sue the over- 
seas bank involved, and the resistance like- 
ly to be encountered by the bank’s attorneys. 

Wire transfers are difficult to recover 
because they are instantaneous, basically 
treating the nonconsumer customers as a 
bank and sending the money directly into 


an account. A wire transfer fraud can go 


from the victim’s bank, through an inter- 
mediary account, and end up in an over- 


risk assessment including the specific ac- 
tivities around the EFT processes, and then 
develop policies, procedures and controls 
around the relevant risks. 

The risk assessment should include de- 
termining if a reliable recourse for recovery 
exists if an EFT fraud occurs. For instance, 
can the entity detect an unauthorized wire 
transfer quickly, and respond ina short time 
frame? Is the entity in compliance with the 
bank’s recommended security procedures 
to facilitate recovery? Does the entity have 
the type and level of insurance protection 
for this type of crime? That is, what is the 
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maximum dollar amount the entity could 
lose in a wire transfer, and does the busi- 
ness insurance cover that amount for fraud? 
Usually the maximum coverage amount 
would be the highest balance in the bank 
account where wire transfers are conduct- 
ed. It also should take into account the busi- 
ness processes, policies, procedures and 
controls associated with online banking. 
Has the entity communicated and co- 
operated with the bank to develop suffi- 
cient policies, procedures and controls to 
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nature of the business conducted, con- 
sideration can also be made to use dedi- 
cated computers, systems and/or networks 
for EFT activity. A dedicated computer po- 
tentially serves as an effective preventive 
control over EFT fraud. Dedicated systems 
should also not be used for e-mail, Web 
browsing, or other high-risk online activ- 
ities associated with contracting malware 
infections, but only for online banking. In 
addition, all critical activity around this 
system should be logged and monitored. 


All systems, especially the computer used for 
online banking, should be protected by a firewall 


and updated antivirus and malware protection. 


avoid this type of fraud? Has the entity 
given proper education and/or training to 
key employees—those with online ac- 
cess—so they understand the risks, how 
the fraud is perpetrated and the counter- 
measures they should take as individuals? 
What are the current controls? How does 
the entity prevent malicious code (mal- 
ware) from being installed onto its sys- 
tems? What controls does the entity have 
to prevent computers from being hijacked? 

Once the relevant risks and vulnerabil- 
ities have been identified, and a risk level 
has been determined, the organization can 
begin to identify controls that will mitigate 
the risk (see Exhibit 1 for a summary of 
additional controls). 


PREVENTING AND DETECTING 
EFT FRAUD 
Controls designed to combat the prevalent 
distribution of malware should also be con- 
sidered. All systems, especially the computer 
used to conduct online banking, should be 
protected by a firewall and monitored with 
updated antivirus and malware protection. 
Access to online banking computers should 
be based on least privilege (that is, “need to 
know,” limited access), incorporating all the 
proper physical and logical access controls, 
including account policies. 

If the organization determines that EFT 
fraud poses a significant risk based on the 


When combined with a reasonable firewall 
on that computer, this scenario virtually 
prevents EFT fraud. 

A key to prevention is to have adequate 
protection against a malicious keylogger 
being planted on a computer. Company 
management should make sure that secu- 
rity software is updated. Firewalls must be 
able to detect viruses, spyware and other 
malware. 

Transactional multifactor authentication 
delivered with an independent device (for 
example, a token or electronic key fob—a 
small device that is kept on a keychain that 
uses some electronic means to access some- 
thing)—makes an attack more difficult be- 
cause one of the authentication factors (the 
one-time password or PIN) is not com- 
municated to the operator through the 
compromised computer. For example, the 
bank could communicate the temporary 
PIN through a prearranged pager device. 
This control depends on the features of the 
bank’s system. 

The use of a dedicated clearing account 
is a known best practice to prevent frauds 
like this one when established by cus- 
tomary standards. The entity would es- 
tablish a clearing account to do all EFT 
transactions, while also blocking all other 
entity accounts from doing any EFT trans- 
actions. Then by transferring just enough 
money to the dedicated clearing account 





for EFT/ACH/wire transfers, just in time 
for the online transactions, the entity can 
limit its exposure for the simple fact the 
account seldom has a significant balance 
of funds. Each control presents security in 
layers, so there should be separate chan- 
nels for transfer authorizations and EFT 
transactions (not authorized from the same 
computer or account profile). 

The organization should also consider 
additional operating controls and detective 
measures. These would include imple- 
menting proper segregation of duty with 
dual-control functionality—critical controls 
to have in any EFT process. An example of 
segregation of duties might be having one 
person make the wire transfers or ACH 
transactions, and another person approve 
them. For instance, the National ACH As- 
sociation (NACHA) suggests that banks set 
up EFT transactions for their customers so 
that they involve two parties where one 
originates the transaction and a second per- 
son authorizes it. If that segregation is not 
possible from the bank’s system, then the 
entity could establish some internal segre- 
gation using the following procedure: (a) 
The first employee initiates the EFT trans- 
action, (b) it is forwarded electronically to 
a second person’s computer (must be a dif- 
ferent computer with different login cre- 
dentials) who approves it, and (c) the 
transaction is then forwarded to the bank. 
If the entity’s system is not capable of this 
kind of electronic segregation of duty, a sim- 
ilar control could involve manually sepa- 
rating the process; for example, a second 
person could monitor all EFT activity each 
day from the previous day and reconcile the 
transactions to those that were authorized. 

Regardless of segregation of duty, mon- 
itoring and reconciling EFT accounts daily 
is important to quickly identify unautho- 
rized transactions, and to enable the entity 
to possibly reverse any fraudulent transac- 
tions. This type of control is clearly a de- 
tective one and not a preventive one. 
Positive pay (bank confirmation) can be a 
strong preventive control as well. Other pre- 
ventive and detective control services can 
be designed in-house or provided by real- 
time risk management service providers. 
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They include transaction verifications, 
controls totals, blocks and limits, pre- 
determined risk velocities and customer 
process monitoring. For example, man- 
agement should verify transactions daily, 
match the total transaction amount from 
the bank with their daily activity, set up 
limits and frequencies on the amounts 
being disbursed, in addition to using other 
business rules (duplicate checking, etc). 
Responding to an EFT fraud may re- 
quire both technical and operational ex- 


pertise. Trojan horse programs used to per- 
petrate these crimes are often difficult to 
detect and remove. In addition, an in- 
depth understanding of transaction and 
data flow throughout the EFT process will 
play a critical role in discovery. 

This type of fraud is a risk to many en- 
tities, and a special threat to smaller enti- 
ties because of the possible financial damage 
it can do, and the fact that this group is the 
one most targeted by criminals conducting 
EFT fraud. ~ 


AICPA RESOURCES 


JofA articles 

g “Firm Up Your Data Security,’ June 2010, 
page 18 

g “What's Your Fraud 1Q?” Jan. 2010, page 
34 

g “Guidelines Aimed at Thwarting ID Theft, 
Security Breaches Unveiled! Dec. 3, 2009, 
online only 

gw “Password Management Strategies for 
Safer Systems,’ July 2009, page 54 

g “Managing Multiple Identities! Sept. 2008, 
page 38 


Use journalofaccountancy.com to find past 
articles. In the search box, click “Open Ad- 
vanced Search” and then search by title. 


Publications 

g Financial Reporting Fraud: A Practical 
Guide to Detection and Internal Control, 
2nd edition (#029890) 

g The CPA’s Handbook of Fraud and Com- 
mercial Crime Prevention (#056504) 

w Generally Accepted Privacy Principles 
(GAPP), tinyurl.com/24p6gdw 

g SysTrust, tinyurl.com/2g5j3zr 


g /nternal Control and IT: Reliable Report- 
ing and Fraud Prevention (#732555SNF) 
mw Revenue and Cash Receipts: Common 
Frauds and Internal Controls 

(#753341 SNF) 

w Purchasing, Inventory, and Cash Dis- 
bursements: Common Frauds and Internal 
Controls (#753331 SNF) 
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Conference 
AICPA Controllers Workshop East, Nov. 
11-12, Orlando, Fla. 


For more information or to make a purchase 
or register, go to cpa2biz.com or call the In- 
stitute at 888-777-7077. 


Websites 

B AICPA Information Technology Center, 
tinyurl.com/28pf9al 

wg AICPA Anti-Fraud and Forensic Account- 
ing Center, tinyurl.com/2du8dae 


oR ee eae bead eesk on. 
Other guidance 


@ /ncident Response Plan: Template for 
Breach of Personal Information, 
tinyurl.com/22k6y8j 

m Managing the Business Risk of Fraud: 
A Practical Guide, tinyurl.com/2csuuz2 


FVS Section and CFF credential 
Membership in the Forensic and Valuation 
Services (FVS) Section provides access to 
numerous specialized resources in the foren- 
sic and valuation services discipline areas, 
including practice guides, and exclusive 
member discounts for products and 

events. Visit the FVS Center at aicpa.org/ 
FVS. Members with a specialization in finan- 
cial forensics may be interested in applying 
for the Certified in Financial Forensics (CFF) 
credential at aicpa.org/CFF. 


Center and CITP cr 
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The Information Technology (IT) Center pro- 
vides a venue for CPAs, their clients, employ- 
ers, and customers to research, monitor, as- 
sess, educate and communicate the impact 
of technology developments on business 
solutions. Visit the IT Center at aicpa.org/ 
infotech. Members who want to maximize 
information technology to increase efficiency 
and boost profits may be interested in joining 
the IT Membership Section or pursuing the 
Certified Information Technology Professional 
(CITP) credential. For more information about 
the IT Membership Section or the CITP 
credential, visit aicpa.org/CITP. 


OTHER RESOURCES 





Website 


FDIC Special Alert, SA-147-2009, Aug. 26, 
2009, tinyurl.com/2cz9sto 
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W hat accountants need to know 


by Alexandra DeFelice 








here’s no arguing that “cloud computing” is gaining a great deal of 
momentum. Worldwide, cloud services revenue is forecast to reach 
$68.3 billion in 2010, a 16.6% increase from 2009 revenue of $58.6 
billion, according to analyst firm Gartner Inc. So what does this mean to 
the accounting profession? What are the benefits and risks? Who are the 


vendors in the proverbial sky, and how do you know you can trust them 
with your data—or your clients’ data, for that matter? 


This article answers some of those ques- 
tions and explains the history and future 
of the cloud. 

The easiest way to think about cloud 
computing is as doing business on the 
Web, therefore eliminating the need for in- 
house technology infrastructure—servers 
and software to purchase, run and main- 
tain. Unlike traditional software, which is 


distributed and deployed on-premise, 
cloud applications are designed for Web 
deployment. They are multitenant (deliv- 
ered by one vendor to many customers), 
and users share processing power and 
space that is managed by the vendor. 
Terms including “Software-as-a-Service,” 
or SaaS, and application service provider 
(ASP) often are connected to cloud com- 









puting in presentations and articles, but 
there are subtle differences between them. 
(For an explanation, see the “Definitions” 
box accompanying this article.) The types 
of applications available run the gamut— 
from tax software to payroll to full enterprise 
resource planning (ERP) systems—and 
most often are leased on a subscription 
model instead of purchasing licenses. 


DOING BUSINESS IN THE CLOUD 
Is it worth making the switch? Vendors and 
analysts point to several benefits to switch- 
ing to a cloud environment. 

H Quick implementation process. Most 
vendors claim their applications can be up 
and running in a few minutes because there 
is no software to install. The implementa- 
tion process also is easier for companies 
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with multiple locations or remote workers 
to all have access to the same version of the 
application simultaneously. 

@ Anytime access from anywhere with 
an Internet connection, which again in- 


| Gartner Inc. j 
a The cloud services industry is” 
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Worldw de, revenue from Oe 
‘cloud poeta: services is” ie ite 


preparation and w workflow. 
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cludes the ability for employees to work re- 
motely. 

@ Lower upfront costs. Instead of pay- 
ing a license fee and for annual mainte- 
nance, most models allow users to pay as 


ere are ca ss you 
should ask a potential vendor be- 
re making an investment i in their 





they go (usually monthly, though some re- 
quire annual contracts). They can pay per 
user and easily add more users. Vendors 
can offer their products at a lower cost in 


this situation because their systems are % 


- tion, ayine: access, lower inher 
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Vetting a Vendor: Questions to Ask Before Making an Investment 


Ample research must be done before selecting any ven- 
dor, but specific areas should be addressed when choos- 
ing to move your data to the cloud. The following are 
some questions to ask a potential provider and other 
considerations. Note that some of the information can be 
checked or reviewed in the service-level agreements or 
contracts. 


Costs 

Analyze costs carefully. While most vendors offer pay-as- 
you-go pricing, an annual contract is often required. 
What is the minimum length of the contract for services? 
Are there termination fees? Yearly price increases? What 
happens if you want to add more users or reduce the 
number of users to the contract? 

What are cost estimates for a single user vs. five, 
dozens, hundreds or thousands (bulk discounts are typi- 
cally available and usually are not advertised)? Is techni- 
cal support provided free of charge? Are there early can- 
cellation fees? Charges for upgrades? If the vendor raises 
its fees, are you locked in to the original price? What ad- 
ditional costs may be incurred beyond routine contractu- 
al expenses? Is there a fee to transfer data from another 
vendor’s application? Is there a fee to transfer your data 
from the vendor at the end of a contract? Is a free trial 
available? 


Reliability 

Analyze performance. What percentage of the time is the 
data available (uptime)? What is its anticipated scheduled 
downtime, and how does the vendor notify customers 
about when it is taking place? Check its reliability statistics. 
You should be looking for one that is in the 99% or better 
range. These days it is not uncommon to see 99.999%. 

Are there any guarantees for availability or credit for not 
meeting agreed-upon performance levels? How fast is the 
response time? What performance issues (if any) exist? 
How often are upgrades provided and what kind of ad- 
vance notice and/or training is provided? Can customers 
control when and whether to turn those upgrades on? 

How often is maintenance performed? What happens 
in the event of a power outage? Is there a disaster recov- 
ery plan in case the service’s infrastructure is disabled or 
destroyed? How fast is disaster recovery? Verify that a full 
daily backup of data is performed at minimum and that a 
redundant backup center exists in one or more locations 


(preferably in different states in case of a natural disaster 
such as a hurricane or earthquake). 


Security 

Your company’s critical data is being stored with a third 
party outside your office walls. Controls need to be in 
place for transmitting data to the provider securely over 
the Internet. Are controls in place for storing data, such 
as encryption? Is a strong user-authentication system in 
place? Has the provider had an SOC 2 and/or SOC 3 en- 
gagement performed on its data center to verify it has 
proper controls in place? Ask for a copy of the report and 
a copy of the vendor’s privacy policy. Also inquire as to 
how security breaches are handled, including specifically 
how soon customers are notified. 


Support 

What technical support is available? Is there 24/7 live 
human support? Does the vendor offer assistance in mak- 
ing the transition (for example, data format conversion) 
from your current system to theirs? Upon termination of 
services—when the vendor no longer serves your compa- 
ny—what process will the vendor follow to return your 
company’s data to you? Is the vendor willing to meet 
with and demonstrate its applications to decision makers 
in your company? 


Integration and Development 

Ease of integration is an important factor to consider 
when making technology purchasing decisions. While 
some Web-based applications can easily build upon one 
another and seamlessly transfer and share data, that is 
not always the case. Evaluate how well the application in- 
tegrates with your existing ones (both in the cloud and 
on-premise). 

Some vendors offer application program interfaces 
(APIs) for your software developers (if you have any). 
This allows your developers to write custom applications 
that are hosted by the vendor and also allows developers 
to integrate those products with on-premise or other 
Web-based applications. The vendors may also allow for 
the sharing of applications between customers through 
an online shopping mall of sorts. 


—By James F. Leon, CPA, Ed.D., visiting assistant professor, 
Department of Computer Science, Northern Illinois University. 
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built to allow several customers to share 
infrastructure (both servers and storage 
areas) in a way that is transparent to users 
and does not allow those customers access 
to each other's data. It may be difficult to 
conduct a cost comparison of doing busi- 
ness on-premise versus in the cloud un- 
less a company has moved all its business 
off-premise. Some companies may out- 
source services such as their e-mail and/or 
infrastructure support, but still manage their 
core applications. That being said, realize 
that the upfront costs include the cost of 
hardware and IT employees that no longer 
need to be in-house. 

@ Little or no hardware or maintenance 
costs. The vendor takes responsibility for 
maintaining the software and servers. This 
is where things can get tricky. If people who 
are evaluating the return on investment of 
switching from on-premise to cloud prod- 
ucts by comparing what they are spending 
now to what they will be spending if they 


Vendors in the Cloud 
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switch, it’s not really comparing apples to 
apples, said Gregory LaFollette, CPA/CITP, 
a senior manager with Eide Bailly LLP and 
consultant to accounting firms and ven- 
dors. In an on-premise environment, the 
customer pays for the hardware, storage 
space and IT personnel to maintain the sys- 
tem in addition to the software. In a cloud 
environment, the vendor fronts those costs, 
so a larger percentage of the total cost of 
ownership by the customer shifts away 
from hardware and people and toward soft- 
ware. Some industry analysts estimate the 
break-even point of leasing versus buying 
the software at about three years. 

In general, doing business in the cloud 
should cost less than doing business on- 
premise, says Donny C. Shimamoto, CPA/ 
CITP founder and managing director of con- 
sulting company IntrapriseTechKnowlogies. 
He suggests analyzing whether to make the 
switch as a three-year amortization of up- 
front costs for an on-premise application 


including servers, software licenses and in- 
stallation plus estimated maintenance for 
three years and comparing that to the cost 
of subscribing to the cloud version of the 
product for three years. This can be applied 
to partial versus full cloud conversions and 
should be done on an application-by-ap- 
plication basis to determine whether there 
is cost savings by moving each application 
to the cloud. He said factors to consider in- 
clude: 

@ Reduced support costs. Rather than 
having to employ in-house experts for 
product support, the vendor typically pro- 
vides support directly for the customer. 

m Reallocation of resources. IT staff 
can be reallocated for more strategic proj- 
ects, rather than spending time on system 
upgrades and maintenance. 

®@ Easier and more regular upgrades. 
Vendors can regularly tweak their products. 
In many cases, those enhancements are 


made automatically in the background > 


An increasing number of applications that accountants and 
their clients need to conduct business are available in the 
cloud. These include, but are not limited to, bill management, 
enterprise resource planning (ERP) applications, payroll, sales 
tax, tax preparation and workflow. 

CCH, Intuit and Thomson Reuters all released Web-based 
versions of their tax preparation applications last year. Ex- 
ecutives from all three companies stressed their commitment 


GoFileRoom (Thomson 
Reuters) 
SmartVault 


Audit Confirmation 
Capital Confirmation 


Bill Management and 


ERP 

Intacct 

NetSuite 
QuickBooks Online 


Payment for Businesses 

Bill.com 

Billing Boss/Payment Boss 
(SageSpark) 


Financial Statements 
BlackLine Systems 
ProfitCents (Sageworks) 


Customer Relationship 
Management (CRM) 
NetSuite . 
SageCRM.com 
SalesForce.com Payroll 
Intuit Online Payroll 
(formerly Paycycle) 
Paychex 


Document Management 
CNG Online (Cabinet NG) 
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to bringing more of their applications to the cloud moving 
forward. (See “Vendors Get SaaSy” on the Sept. 21, 2009, 
AICPA CPA Insider e-newsletter at tinyurl.com/iqc4ze.) 

CPAs don’t need to be aware of every cloud application 
that exists, but they do need to be aware of some of the op- 
tions, especially for the types of applications specific to the 
profession. Following is a partial list of vendors and prod- 
ucts in the tax and accounting space: 


Tax 

GoSystem Tax RS 
(Thomson Reuters) 

Intuit ProLine Tax Online 

Orange Door 

ProSystem fx Tax—The 
Next Generation (SaaS 
Version) (CCH) 


Payroll CS (Thomson 
Reuters) 
SurePayroll 


Sales and Use Tax 
Avalara 
SpeedTax 


Suites 

AccountantsWorld 

ProSystem fx Suite: Soft- 
ware as a Service (CCH) 

SaaS for CS Professional 
Suite (Thomson Reuters) 

SAP Business ByDesgin 

Thomson Reuters Virtual 
Office 


Workflow 

GruntWorx (Copanion) 

FirmFlow (Thomson 
Reuters) 

ProSystem fx Workstream 
(CCH) 

SurePrep 

XCM Solutions 
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without disrupting the customer’s work. 
Most vendors provide advance notice to 
alert customers about the changes and give 
them the option of when to turn new fea- 
tures on or off, if they don’t like them or 
aren't ready to upgrade. 

lM Disaster recovery and backup capa- 
bilities. One of the costs incurred by cus- 
tomers who keep their data on-premise 


Definitions 
People often associate cloud comput- 
ing with Software-as-a-Service (SaaS) 


or the application service provider 
(ASP) model. There are subtle differ- 
ences, however. While some vendors 
describe the terms differently, the fol- 
lowing brief explanations were pro- 
vided by Gregory LaFollette, CPA/ 
CITP a consultant to accounting 
firms and vendors: 


What Is SaaS? 

Generally speaking, SaaS is devel- 
oped and hosted by the SaaS vendor, 
and the end-user accesses it over the 
Internet. Unlike traditional packaged 
applications that users install on their 
computers or servers, the SaaS ven- 
dor owns the software and runs it on 
computers in its data center. The cus- 
tomer does not buy the software 

but rather rents it, for a periodic fee, 
typically monthly. SaaS products are 
multitenant-based (many users access 
the same software at any given time) 
and generally unavailable in a tradi- 
tional “premise-based” form. 


How Is SaaS Different From an ASP? 
SaaS evolved from the application 
service provider (ASP) model. When 
ASPs were first offered in the early 
1990s, they offered essentially the 
same thing SaaS vendors offer today: 
hosted applications delivered over the 
Internet. The difference is generally 
agreed as being in the development 
process (SaaS is built from the 
ground up to be multitenant). 
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is backing up their data, typically via tape 
or by contracting a third-party backup 
provider. This is another area covered by 
the vendor in a cloud environment. Often 
vendors have redundant backup systems so 
that customer data is replicated in a sepa- 
rate data center in case of fire, flood or other 
disaster. The infrastructure is “self-healing” 
so that when a failure occurs and the back- 
up becomes the primary source of infor- 
mation, the system launches a new backup 
instance of the data, LaFollette explains. 


SECURITY AND RELIABILITY 
CONSIDERATIONS 
With all this sharing of storage space in the 
“sky,” one of the biggest concerns expressed 
by those considering switching over to 
cloud applications is the safety of their data 
and their clients’ data. It’s a concern cloud 
vendors have been fighting to overcome for 
years. How can you know the data is safe? 

First and foremost, make sure the ven- 
dor uses a data center that has received an 
AICPA Service Organization Controls Re- 
port (SOC), formerly known as a SAS 70 
report. For purposes of this article, a ven- 
dor is considered the user, and the data cen- 
ter is the service organization. The AICPA 
developed the guidance to provide a high- 
ly specialized examination of a service or- 
ganization’s internal control. There are 
three types of SOC reports: 

® AICPA SOC 1: Report on Controls 
at a Service Organization Relevant to User 
Entities’ Internal Control over Financial Re- 
porting. These reports, prepared in accor- 
dance with Statement on Standards for At- 
testation Engagements (SSAE) no. 16, 
Reporting on Controls at a Service Organiza- 
tion, are specifically intended to meet the 
needs of user entities’ management and their 
auditors, as they evaluate the effect of the 
controls at the service organization on the 
user entities’ financial statement assertions. 

m@ AICPA SOC 2: Report on Controls 
at a Service Organization Relevant to Se- 
curity, Availability, Processing Integrity, 
Confidentiality and/or Privacy. These re- 
ports, prepared using the AICPA guide Re- 
ports on Controls at a Service Organization 
over Security, Availability, Processing Integrity, 





Confidentiality, or Privacy (currently under 
development), are intended for users that 
have a thorough understanding of the serv- 
ice organization and its internal controls. 
These reports can form an important part 
of the users’ oversight of the service or- 
ganization; vendor management; and in- 
ternal corporate governance and risk man- 
agement. 

m AICPA SOC 3: Trust Services Report 
(Trust Services Principles, Criteria, and IIllus- 
trations) (AICPA, Technical Practice Aids, vol. 
1, (TPA sec. 100) commonly referred to as 
SysTrust reports). These reports are de- 
signed to meet the needs of users who want 
assurance on the controls at a service or- 
ganization related to security, availability, 
processing integrity, confidentiality, or pri- 
vacy but do not need the level of detail pro- 
vided in a SOC 2 Report. These reports are 
general use reports and can be freely dis- 
tributed or posted on a website as a seal. 

A vendor that undergoes such an ex- 
amination is stringently evaluated on its 
controls over the system or service it pro- 
vides to user entities. The controls address 
the components of a system which include: 
®@ Infrastructure. The physical and hard- 

ware components of a system (facilities, 

equipment and networks). 

@ Software. The programs and operating 
software of a system (systems, applica- 
tions and utilities). 

ll People. The personnel involved in the 
operation and use of a system (devel- 
opers, operators, users and managers). 

l@ Procedures. The programmed and 
manual procedures involved in the 
operation of a system (automated and 
manual). 

@ Data. The information used and sup- 
ported by a system (transaction streams, 
files, databases and tables). 

As a result of these engagements, ven- 
dors receive a comprehensive audit report 
that includes a description of the system 
prepared by the service organization, the 
suitability of the design of the controls for 
an AICPA SOC 1 or SOC 2 report ina type 
1 engagement, and in a type 2 engagement, 
the operating effectiveness of the controls 
over the system. 
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LaFollette suggests asking vendors for 
a copy of their SOC 2 report, if unrestrict- 
ed, and/or their SOC 3 report. 

Best practices also include using a third- 
party monitor, such as McAfee Secure or Co- 
modo HackerGuardian, to test the security 
of the vendor's Web applications on a daily 
basis. Look for that logo and the date-test- 
ed stamp on the vendor's site. 

Another important consideration is un- 
scheduled downtime and how easily cus- 
tomers can access their own data. There’s 
a concept of “five 9s” in the cloud world, 
which relates to “uptime,” or how often the 
system will be accessible by users— 
99.999% uptime, which amounts to 5.26 
minutes of total unscheduled downtime 
per year. This does not include scheduled 
downtime, which many vendors say they 
set during weekends or overnight to limit 
interruptions to users. This is often guar- 
anteed as part of service-level agreements 
and, depending on the contracts, cus- 
tomers could be credited if the guaranteed 
performance is not met. The percentage of 
uptime has continued to climb over the 
years as providers place continued impor- 
tance on this factor as a selling point (or de- 
terrent) based on public perception. Some 
vendors are starting to say “no nines,” 
meaning their systems are never down, but 
LaFollette points out that most internal of- 
fice networks don’t even come near “five 
9s” of unscheduled downtime in a year. 

Of course, the cause of downtime can 
lie with the customers if they don't have 
ample bandwidth or any Internet access, 
since access to data is driven by a compa- 
ny’s ability to access the Web. 

Jim Bourke, CPA/CITP partner in charge 
of technology at WithumSmith+Brown, 
compared the amount of bandwidth nec- 
essary when moving from on-premise to a 
cloud environment as upgrading from a 
garden hose to a fire hose. You will need 
a big, wide open pipe to ensure reliable ac- 
cess to your data and applications around 
the clock. While the specifics will vary de- 
pending on the applications you use, the 
point is that the more of your business you 
do in the cloud, the more important it be- 
comes to make sure your Internet con- 
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nectivity is reliable. 

Bourke recommends choosing an In- 
ternet service provider that provides the 
largest amount of affordable bandwidth in 
your area. Prices vary tremendously across 
the country, but $100 to $200 a month is 
well worth it for reliable access, he says. On 
top of that, whichever company you 
choose, also consider paying for a second- 
ary or backup provider. 

Many CPA firms choose telephone com- 
panies as both their primary and second- 
ary providers, which is OK as long as they 
aren't the same one, or even related. But 
choosing a cable company as a secondary 
may be a better choice and may even pro- 
vide faster speeds, Bourke says. 

Another obvious issue of concern is 
around data ownership and migration. 
What happens to your data if you switch 
vendors or a vendor goes out of business? 
Think of this the same way you would with 
online photo storage and sharing compa- 
nies. Can you get those photos back if you 
want to? Be sure to ask vendors about their 
exit strategies and how much it may cost 
you if you choose to take your data else- 
where. Transferring data from one system 
to another is rarely easy. Also, will the ven- 
dor help you migrate your data to them 
from your current applications? 


WHERE WILL IT GO FROM 
HERE? 
Because there are so many Web-based ap- 
plications, it’s likely that most accountants 
have at least a small percentage of their data 
in the cloud even if they don't realize it. It’s 
just a matter of when they will switch com- 
pletely. LaFollette predicts that will happen 
in five years, adding that in 10 years there 
will be almost no premise-based software. 
A recent survey of more than 1,000 ac- 
counting firms by CPA2Biz, the AICPA’s 
marketing arm, found that 70% of respon- 
dents plan to increase their use of Web- 
based applications in the next six to 18 
months. (CPA2Biz has partnered with sev- 
eral cloud vendors as part of its “Trusted 
Business Advisor Program.” They include 
Bill.com, Capital Confirmation, Copanion, 
Intacct, Paychex and XCM Solutions. See 


the “Vendors” sidebar for a list of other 
cloud vendors.) 

The cloud services industry is poised for 
strong growth through 2014, when world- 
wide cloud services revenue is projected to 
reach $148.8 billion, with the financial 
services and manufacturing industries 
being the largest early adopters of cloud 
services, Gartner reported. 

“There’s a transition period. Right now 
we've got one foot on the boat and one foot 
on the dock, and it’s difficult to get stretched. 
At some point you have to let go and go 
one way or the other,” LaFollette said. 
“How do you go from Point A to Point B? 
When do you make that leap? There’s no 
one right answer. My advice is to look at 
some of the things out there right now and 
see what you can start using. If 1 were going 
into practice today, everything I did would 
be cloud-based immediately.” ~ 
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New Pathways to 
Accounting Excellence 


New commission's 
chair reflects on tasks 


ahead. 


by Paul Bonner 


his month, the Pathways Commission, a new commission on 

accounting higher education, will hold its first formal meeting 

to begin charting “a national higher education strategy for the 
next generation of accountants.” This commission is a joint effort 
of the American Accounting Association (AAA) and the AICPA. 


The commission is an outgrowth of the 
U.S. Treasury Advisory Committee on the 
Auditing Profession (ACAP) (see sidebar, 
“ACAP’s Human Capital Recommenda- 
tions”). 

In August 2010, the commission was 
constituted with six members and will be 
chaired by Bruce Behn, the Ergen Professor 
of Business and professor of accounting 
at the University of Tennessee—Knoxville. 
Behn has served in leadership positions in 
the AICPA, AAA and Federation of Schools 
of Accountancy. The Pathways Commission 
is structured using a “supply chain” ap- 
proach by including leaders from all seg- 
ments of the supply and demand side of 
accounting education and practice. It also 
seeks broad input, including from com- 
ments and discussion that may be posted 
on its website at pathwayscommission.org. 

Recently, the JofA asked Behn to relate 
his thoughts and impressions about the 
commission and some of the issues and 
opportunities it plans to address. 


JofA: The Pathways Commission is asked to 
study a “possible future structure for educa- 
tion in the accounting profession.” What is its 
structure now? 

Behn: There is really not one structure be- 
cause of many factors. For example, states 
have their own regulators; colleges and 
universities have different missions and 
different graduation requirements; and 
students from these schools go into lots of 
different kinds of accounting roles. So 
there is a lot of variability in how students 
define themselves as accounting profes- 
sionals. 


JofA: So one good first step would be just to 
get a little uniformity? 

Behn: Not uniformity, but a better under- 
standing, development and communica- 
tion of different potential pathways to the 
accounting profession. By analogy, in the 
medical profession, there have to be dif- 
ferent pathways for an individual to be- _ 
come a neurosurgeon, as opposed to a 
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primary care physician. In the same way, 
there could be different pathways to be- 
coming a public company auditor versus 
a controller, versus somebody who works 
in government. 


JofA: And you formed what you call your 
three “supply chain” groups. What is their 
purpose? 

Behn: There are many organizations and 
individuals that have touch points along 
the accounting education pathway, but 
seldom do all these parties get together 
to tackle the tough issues that affect all 
parties up and down the supply and de- 
mand side of accounting. The supply 
chain approach is our way to facilitate this 
interaction. What was important is en- 
gaging the broadest group of stakehold- 
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ers in the accounting supply chain to 
tackle issues that cut across functional 
boundaries. One supply chain addresses 
K-14 education; one considers col- 
lege/university pathways; and one focus- 
es on regulation, employers and other 
stakeholders. The K-14 supply chain is 
important because we need to ensure 
there are enough high-caliber students 
coming into the accounting profession at 
even younger stages, whether it’s grade 
school or high school. In the second 
supply chain there are undergraduate, 
graduate and postgraduate representa- 
tives and organizations engaged in the 
college and university communities. | 
would characterize the third supply chain 
as representing employers, regulators and 
other stakeholders. We tried to be as 





inclusive as possible in these supply 
chains, and I would probably have pre- 
ferred to have 30 or 100 individuals in 
each supply chain if we could have man- 
aged that, but because of logistics and 
costs, you have to have some kind of 
number for which you can manage the 
work flow [each is 11 members, with two 
commissioner liaisons]. To be inclusive 
for organizations and individuals to allow 
everyone to add their voices to the 
process, we have created an interactive 
website where all interested parties can 
post materials, questions and opinions 
and discuss Pathways Commission ac- 
tivities, documents and reports. 


JofA: You have your first formal meeting 
planned for October. And then what happens? 
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ACAP's Human Capital Recommendations 


The Pathways Commission grew out of a recommendation 
by the U.S. Treasury Advisory Committee on the Auditing 
Profession (ACAP). In its 2008 final report, as part of its 
study of “Human Capital,” ACAP recommended that the 
AICPA and the American Accounting Association (AAA) 
jointly form a commission “to provide a timely study of 
the possible future structure of higher education for the 


accounting profession.” It should also “consider the poten- 
tial role of a postgraduate professional school model to en- 


hance the quality and sustainability of a vibrant 
accounting and auditing profession,” in light of develop- 
ments and trends in the field and implementation issues, 


including “the role of accreditation, and experiential learn- 


ing processes.” 

The following are recommendations from Part VI, 
“Human Capital,” Final Report, U.S. Treasury Advisory 
Committee on the Auditing Profession, Oct. 6, 2008 (full 
report available at tinyurl.com/3xvin3)): 

1. Implement market-driven, dynamic curricula and con- 


tent for accounting students that continuously evolve to 


meet the needs of the auditing profession and help pre- 
. pare new entrants to the profession to perform high- 
quality audits. 


(a) Regularly update the accounting certification exami- 


nations to reflect changes in the accounting profes- 
sion, its relevant professional and ethical standards, 
and the skills and knowledge required to serve in- 
creasingly global capital markets. 

(b) Reflect real-world changes in the business environ- 
ment more rapidly in teaching materials. 


(c) Require that schools build into accounting curricula 


current market developments. 
. Improve the representation and retention of minorities 
in the auditing profession so as to enrich the pool of 
human capital in the profession. 


(a) Recruit minorities into the auditing profession from 
other disciplines and careers. 

(b) Institute initiatives to increase the retention of 
minorities in the profession. 

(c) Emphasize the role of community colleges in the re- 
cruitment of minorities into the auditing profession. 

(d) Emphasize the utility and effectiveness of cross- 
sabbaticals and internships with faculty and students 
at Historically Black Colleges and Universities. 

(e) Increase the number of minority accounting doctor- 
ates through focused efforts. 


. Ensure a sufficiently robust supply of qualified account- 


ing faculty to meet demand for the future and help pre- 

pare new entrants to the profession to perform 

high-quality audits. 

(a) Increase the supply of accounting faculty through 
public and private funding and raise the number of 
professionally qualified faculty that teach on cam- 
puses. 

(b) Emphasize the utility and effectiveness of cross- 
sabbaticals. 

(c) Create a variety of tangible and sufficiently attractive 
incentives that will motivate private-sector institu- 
tions to fund both accounting faculty and faculty 
research, to provide practice materials for academic 
research and for participation of professionals in be- 
havioral and field study projects, and to encourage 
practicing accountants to pursue careers as academi- 
cally and professionally qualified faculty. 


. Develop and maintain consistent demographic and 


higher education program profile data. 


. Encourage the AICPA and the AAA jointly to form a 


commission to provide a timely study of the possible 
future structure of higher education for the accounting 
profession. 





Behn: Our goal is to identify significant is- 
sues and opportunities that we need to 
work on. Soon afterward, the meeting notes 
about initial supply chain group discussions 
will be posted at pathwayscommission. 
org. If the education and practice com- 
munities think we’ve missed something, 
they will have more than ample oppor- 
tunity to respond. We'll also have an open 
public meeting in February 2011. Then 
the goal is to create a final report by 
November 2011. 


JofA: What sorts of recommendations do you 
personally favor? In the Treasury Advisory 
Committee’s final report, I noticed one of their 
recommendations was to “raise the number of 
professionally qualified faculty,” for example. 
Behn: I can’t answer that, because we 
haven't had our first meeting yet. But I can 
say that to have a good academic commu- 
nity, you need folks from different back- 
grounds. | worked for a number of years 
before I went into academics, and | think 
the ADS [Accounting Doctoral Scholars] 


Program [administered by the AICPA Foun- 
dation and funded by more than 70 firms 
and 40 state CPA societies] and the Bridge 
Program [administered by the Association 
to Advance Collegiate Schools of Business] 
are great. But everybody has a different per- 
spective. Even when we think we're doing 
good things, it’s not broad enough for other 
folks. To compare us again to the medical 
profession, it’s imperative that researchers 
and practitioners in that field work togeth- 
er to solve medical issues. In our discipline, 





58 Journal of Accountancy October 2010 


www.journalofaccountancy.com 


EDUCATION/PROFESSIONAL ISSUES 


the research and practice sides of things 
can sometimes seem disconnected. 


JofA: A number of the recommendations from 
the Treasury committee’s final report con- 
cerned representation and retention of mi- 
norities. What kind of efforts might you seek 
to make greater progress there? 

Behn: Again, we have not met yet, but this 
will be part of the commission’s deliber- 
ations, because we believe it is important 
to be inclusive in whatever way you can, 
and it is part of the Treasury’s recom- 
mendations. Our supply chains include, 
for example, representatives from ALPFA 
[Association of Latino Professionals in 
Finance and Accounting] and NABA 
[National Association of Black Account- 
ants] and educators and others involved 
with this issue. I don’t know what the rec- 
ommendations will be, but the bottom 
line is, 20 years from now, we as an ac- 
counting profession can’t look the same. 
If we're going to be successful, we've got 
to have a diverse profession, because our 
- companies and organizations are diverse. 
And I'm sure that anything we can do to 
facilitate that will be addressed by the 
commission and the supply chains. 








Behn: If all we do is get this broadly rep- 
resentative group of people to talk at the 
same table about the same issues and op- 
portunities, that’s actually getting over a 
hurdle. The best-case scenario is we have 
a structure in place so that this momen- 
tum can continue, because our profes- 
sion and its needs are going to continue 
to change. After the first stage, there are 
plans for a second stage that would op- 
erationalize the recommendations from 
stage one. But I think just having all the 
different stakeholders represented in the 
supply chains is really going to be a big 
contribution to this entire process. 


JofA: Although the Treasury committee’s 
charge was to examine the sustainability of 
the profession, however that’s defined, the un- 
derlying issue was whether it goes on in a way 
that’s responsible to the public interest. How 
can universities teach this? 

Behn: 1 would love for our work to en- 
hance the profession, not just sustain it. 
Our profession offers many great careers, 
and a lot of times we don’t articulate that 
to high schoolers and even our college un- 
dergraduates as well as we might. It’s re- 


_ally enhancing our overall profession’s 
__ image. Everybody's working on this kind _ 
_ of independently, but I think if together we 
have a more clear and compelling story 


about the pathways to the accounting pro- 
fession and start telling people this, espe- 
cially at the high school and maybe grade 
school level, we will have more opportu- 
nities to attract high-potential candidates 
into our profession. 

I've gotten to talk to a lot of different peo- 
ple throughout this process, and one was 
Norm Augustine, the former CEO of Lock- 
heed Martin. He chaired the committee that 
produced the Gathering Storm report [Ris- 
ing Above the Gathering Storm: Energizing and 
Employing America for a Brighter Economic 
Future]. The executive summary is on the 
Pathways website. It examined how the 
quality of life in the United States could be 
threatened by lack of innovation, and thus 
job creation, resulting from falling behind 
in math and sciences compared to the 
world, and gave recommendations. Norm 
said, “You actually have a better argument 
than we did for doing this type of work, be- 
cause accounting is critical to the quality of 
life in the United States. Without your ac- 
counting information, none of these sys- 
tems would work.” It was kind of nice 
hearing that from him. “~ 


Paul Bonner is a JotA senior editor. To comment 


_on this article or to suggest an idea for another oo 
article, contact him at pbonner@aicpa.org or 
ee 
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Planning allocations between entities and beneficiaries is even more 
critical with higher tax rates on the horizon. 


by Sonja Pippin, Ph.D. 
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states and nongrantor trusts must file income tax returns just as 

individuals do, but with some important differences. For one, their 

income is taxed at either the entity or beneficiary level depending 
on whether it is allocated to principal or allocated to distributable in- 
come, and whether it is distributed to the beneficiaries. And because their 
exemption amounts, tax brackets and related thresholds haven't been 
indexed for inflation or modified for tax relief to the extent those for 
individuals have, they can be subject to higher tax rates at much lower 
levels of income. With the new Medicare tax on investment income on 
the highest tax brackets, estates and trusts pay still more taxes on incomes 
over $11,200, as opposed to $200,000 or $250,000 for individuals. 


In this and other ways, the Patient Pro- 
tection and Affordable Care and the 
Health Care and Education Reconciliation 
acts of 2010 (PL 111-148 and PL 111- 
152, respectively) affect trusts’ and estates’ 
income taxes and have introduced dis- 
crepancies that tax practitioners can re- 
view with their clients who administer 
trusts and estates. This article reviews 
some strategies for more tax-efficient 
allocation of income and principal by 
trusts and estates. 

Income tax accounting for trusts and 
estates has received relatively little atten- 
tion from tax professionals as well as law- 
makers. This is not surprising because of 
the comparatively few taxpayers affected. 
In the 2008 tax year, approximately 3 mil- 
lion Forms 1041, U.S. Income Tax Return 
for Estates and Trusts, were filed, with an 


aggregate gross income of $188 billion. 
Aggregate taxable income and tax lia- 
bility were $112 billion and $23 billion, 
respectively (IRS Statistics of Income, 
Fiduciary Returns—Sources of Income, 
Deductions, and Tax Liability, tinyurl. 
com/3yr5d6b). Compared with more 
than 142 million individual income tax 
returns (forms 1040, 1040A or 1040- 
EZ) reporting more than $8 trillion in 
gross income (IRS Statistics of Income, 
Individual Income Tax Returns, Prelimi- 
nary Data, 2008, tinyurl.com/yb2n2yv), 
these are small numbers. 

In addition, income taxation of estates 
and trusts does not generate much public 
interest—unlike the estate and gift tax, 
which has been subject to much debate 
within the professional community as well 
as in government and among the general 


EXECUTIVE SUMMARY 


public. As a consequence, practitioners 
and their clients may not be aware of 
several tax issues related to estates and 
trusts. However, as this article demon- 
strates, careful planning that takes these 
issues into account is no less important 
than for other types of returns and can 
reap significant tax benefits. 

While trusts exist in many forms, this 
article principally concerns the most com- 
monly encountered type of nongrantor 
trust. Other trusts that may be of interest 
to practitioners include those often used 
in conjunction with a small business, 
principally electing small business trusts 
(ESBTs) and qualified subchapter S trusts 
(QSSTs). An ESBT, defined at IRC 8 
1361(e)(1) with tax rules at section 641(c), 
holds the stock of an S corporation, with 
the shareholders as beneficiaries. A QSST, 
described in section 1361(d), likewise can 
hold the stock of an S corporation, with 
the beneficiary treated as its owner and the 
trust treated as a grantor trust. For more 
information on these trusts, see “Creative 
Ways of Achieving Grantor Trust Status,” 
The Tax Adviser, Sept. 2009, page 593. 


FIDUCIARY ACCOUNTING AND 
INCOME TAXES 

Income of estates and nongrantor trusts is 
taxed at either the entity or the benefici- 
ary level, depending on the answer to the 
following two questions: 


®@ Income taxation of estates 
and trusts may not receive the 
same attention as individual 
income taxes or estate taxes. 
This article describes some of 
the general income tax rules of 
these entities, such as the differ- 
ent rules for allocation of income 
and deduction items between 
principal and distributable in- 
come, between tax-exempt and 
taxable income, and between 
trusts/estates and beneficiaries. 
@ These allocations are pre- 
scribed either by the trust 
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instrument, state law or the 
Internal Revenue Code. In some 
cases, taxpayers have flexibility. 
Generally, it is advisable to 
“push” the taxable income and 
the income taxed at higher rates 
to the beneficiary, because the 
tax rate schedule for trusts and 
estates is depressed, with the 
highest bracket currently starting 
at $11,200. 

@ Pushing income to benefici- 
aries may become still more 
important if lower tax rates 
under the Economic Growth and 


Tax Relief Reconciliation Act are 
allowed to sunset as scheduled 
at the end of 2010. 

® Also, since income from 
estates and trusts is mostly 
investment income, the new 
3.8% unearned income 
Medicare contribution tax will 
apply to most, if not all, of the 
trust’s income falling in the high- 
est tax bracket. Individuals are 
not subject to this tax until their 
modified AGI reaches $250,000 
(married filing jointly and surviv- 
ing spouses) or $200,000. Thus, 
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distributing trust income to bene- 


ficiaries can lower the amount 
subject to this extra tax. 
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1. Is each income, loss or deduction item 
part of the trust’s or estate’s distrib- 
utable income, or is it part of a change 
in the principal? 

2. Is the income, loss or deduction item 
distributed to the beneficiaries, or does 
the entity retain it? 

Fiduciary accounting has been charac- 
terized as somewhat similar to govern- 
mental accounting because it deals with a 
fund (the trust principal) and income de- 
rived from the fund. 


643(b)). Long-term capital gains, on the 
other hand, are part of the trust principal 
and are not included in accounting income. 
Thus, gross accounting income is $42,000 
($25,000 + $12,000 + $5,000). 

The categorization of trustee fee and 
depreciation expenses depends on speci- 
fications in the trust instrument and state 
law. If the trust instrument is silent, state 
law prevails. If both are charged to the 
principal, net accounting income in our 
example is $35,300 ($42,000 — $450 — 


A\trust instrument or state law may stipulate a 
certain order in which income items are distributed 
to the beneficiaries. 


CASE STUDY: THE JSA TRUST 

The hypothetical Jon and Susan Anders 
Family Trust (“JSA Trust”) reports the fol- 
lowing income for 2010: rental income of 
$25,000; qualified dividend income of 
$12,000; municipal bond interest income 
of $5,000 (tax-exempt); and long-term cap- 
ital gains of $60,000. Expenses are a trustee 
fee of $1,000; depreciation deductions of 
$2,000; tax return preparation fees of $450; 
and rental expenses of $6,250. Rental in- 
come, dividends and interest are considered 
trust income and will be included in ac- 
counting income (generally, all income as 
determined under the terms of the gov- 
erning instrument and state law—IRC 8 


$6,250). Tax-exempt income is included 

in accounting income for purposes of al- 

locating the trustee fee and depreciation 

deductions in determining taxable income 

but is excluded from taxable income.. 
The estate’s or trust’s taxable income is 

computed using the following formula: 

Gross income 


Less Deductible trust expenses 

Less Personal exemption amount 

Equals Taxable income before dis- 
tribution deduction 

Less Distribution deduction 

Equals Taxable income 

Times Applicable tax rates 

Equals Tax liability 





Exhibit 1 Taxable Income Before Distribution Deduction 


-Rentalexpenses 
Personal exemption _ 


‘Taxable income bel 
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Deductible trust expenses include all 
expenses allocable to taxable trust income. 
The personal exemption amount has never 
been updated for inflation and is therefore 
very low—$600 for estates, $300 for trusts 
that distribute all income, and $100 for 
trusts that distribute part or none of the 
income (IRC § 642(b)). Under section 
265, part of the trustee fee must be allo- 
cated to tax-exempt income as a propor- 
tion of gross accounting income. On the 
other hand, the $450 tax preparation fee 
in this example is fully deductible, under 
the rationale that tax preparation fees arise 
only if there is taxable income and the tax- 
exempt income does not generate this par- 
ticular expense. 

According to sections 167(d), 611(b)@G) 
and 642(e), depreciation and depletion de- 
ductions must be allocated between the 
trust and its beneficiaries based on the pro- 
portion of net accounting income minus 
distributions to net accounting income. If 
the trustee is required by the trust instru- 
ment or state law to allocate depreciation 
to the trust, the entire deduction (to the ex- 
tent there is trust income) belongs to the 
trust. Note that in the case of an estate, the 
depreciation deduction is apportioned be- 
tween the estate and beneficiaries regard- 
less of the terms of the will. 

Using the numbers from the hypo- 
thetical JSA Trust and assuming that the 
trust distributes $10,000 and $5,000, 
respectively, to hypothetical beneficiaries 
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Philip and Benedict (total distributions 
= $15,000), taxable income before the 
distribution deduction is calculated as 
shown in Exhibit 1. 

Since 12% of the gross accounting in- 
come is tax-exempt (the $5,000 munici- 
pal bond interest divided by the $42,000 
gross accounting income), only 88% of the 
$1,000 trustee fee is deductible. The allo- 
cation of the depreciation deduction be- 
tween the beneficiaries and the trust 
depends on net accounting income. In this 
case, $15,000 of $35,300 (about 42.5%) 
of the income is distributed. Thus, about 
$850 of the depreciation deduction is 
deductible to the beneficiaries (see Exhibit 
6), and $1,150 is deductible at the trust 
level. Note that, if the trustee fee were de- 
ducted from trust income instead of from 
the trust principal, 43.7%, or $875, of the 
depreciation expense would be allocated 
to the beneficiaries and $1,125 to the trust. 

Practice point. Trusts will reach the top 
marginal tax rate faster than individuals 
because of the depressed progressive tax 
schedule (in 2010, the top marginal tax 
rate for trusts starts at $11,200). Thus, if 
possible, it is beneficial to allocate as much 
depreciation as possible to the trust. This 
can be done by specifying the allocation 
in the trust instrument. 

Distribution deduction. To prevent 
double taxation on their income, estates 
and trusts are allowed to deduct the less- 
er of distributable net income (DNI) or 
the sum of the trust income required to 
be distributed and other amounts “prop- 
erly paid or credited or required to be 
distributed” to the beneficiaries (IRC 8 
661(a)). This includes distributions that 
can be made out of either income or trust 
principal to the extent they are made 
from trust income. DNI is calculated 
based on accounting income less any tax- 
exempt income net of allocable expens- 
es. Section 661(b) stipulates that the 
deduction amount consists of each class 
of item included in DNI (as a proportion 
of DNI) unless the trust instrument or 
state law explicitly prescribes a different 
allocation. Thus, the actual distribution 
must also be reduced by the propor- 
















Net tax-exempt income 


Equals proportionate share of net 
tax-exempt income 


Net deductible amount : if . 
Taxable income before distribution — 
deduction — ‘ 

Less net deductible a amount! hie 
Taxable i income | ay 


tionate share of net tax-exempt income. 
The accounting method and period of 
the estate or trust determine when the 
deduction may be claimed; the benefi- 
ciary’s tax year is not relevant. 

DNI and deductible amount. In the 
case of the JSA Trust, DNI is computed as 
shown in Exhibit 2. 

Note that the $119 of the trustee fee al- 
located to tax-exempt income is not de- 
ductible at the trust or beneficiary level; 
the $881 deductible part of the trustee fee 
is allocated between the trust and the ben- 
eficiaries as explained below. Because the 
amount to be distributed ($15,000) is less 
than DNI, it is used to determine taxable 
income. First, however, it must be reduced 
by the proportionate net tax-exempt in- 
come of $2,209 (see Exhibit 3). 

Instead of a strict pro rata allocation, 
a trust instrument may stipulate a certain 
order in which income items are dis- 
tributed to the beneficiaries. Similarly, 
state law may indicate in what order in- 
come should be distributed. 
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If the trust instrument of the JSA Trust 
or state law indicates that taxable income 
must be distributed before tax-exempt in- 
come, the distribution would consist of 
$15,000 in taxable income, and the entire 
$4,881 net tax-exempt income would be al- 
located to the trust. The distribution de- 
duction would be $15,000. On the other 
hand, if tax-exempt income is distributed 
first, the distribution would consist of 
$4,881 net tax-exempt income and 
$10,119 taxable income. The trust’s income 
would be $73,169 ($88,169 — $15,000) in 
the former example or $78,050 ($88,169 
— $10,119) in the latter case. 

Practice point. Because the tax rates of 
estates and trusts are likely higher than the 
tax rates of the individual beneficiaries, it 
is advisable (if possible) to retain the tax- 
exempt income and distribute taxable in- 
come only. 

Taxable income and tax liability. The 
tax calculation for estates and trusts with 
regard to long-term capital gains rates is 
the same as for individuals. Thus, just as > 
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for individuals, long-term capital gains and 
qualified dividends are currently taxed at 
15% and, for trusts and estates in the 15% 
tax bracket (the lowest), zero. For trusts 
and estates, however, that bracket is avail- 
able only if ordinary income is not more 
than $2,300. 

Calculating ordinary income. Using 
the numbers from the JSA Trust (Exhibit 3), 
total taxable trust income is $75,378. Of 
this amount, $60,000 is long-term capital 
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gain. The remainder is partially qualified 
dividend income and partially rental in- 
come. Since $15,000 of the $33,150 DNI 
is distributed to the beneficiaries, the pro- 
portion of the remainder retained by the 
trust to DNI determines the portion of qual- 
ified dividend income eligible for the pref- 
erential tax rates as shown in Exhibit 4. 

Thus, ordinary income is $8,808, as 
shown in Exhibit 5. 

Because $8,808 exceeds $2,300, the 
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zero tax rate is not available. The tax on 
the capital gains and dividends is $9,986 
(15% X ($60,000 + $6,570)). The tax on 
ordinary income is $2,106 ([33% X 
($8,808 — $8,200)] + $1,905.50) for a 
total tax of $12,092 (see tax tables in- 
cluded in the online version of this article 
on journalofaccountancy.com; enter 
20102933 in the search box to find the ar- 
ticle). If the trust were required by its gov- 
erning instrument to distribute all its 
income currently, the trust’s taxable in- 
come would be $59,700 ($60,000 capital 
gains less exemption amount of $300). 
None of the income would be considered 
ordinary, and the zero rate would be avail- 
able for the first $2,300 of the capital gains. 
Tax would be 15% X $57,400 = $8,610. 

The low tax rates for long-term capital 
gains and qualified dividends are.sched- 
uled to sunset by the end of 2010. If no 
new law is enacted, capital gains will be 
taxed at 20% and dividends at the appli- 
cable marginal tax rate (the top two brack- 
ets of which are also scheduled to increase 
back to their pre-Economic Growth and 
Tax Relief Reconciliation Act levels of 36% 
and 39.6%, respectively). 

Practice point. It may be advisable to 
recognize income in 2010 before the high- 
er rates go into effect. Also, if the higher 
rates take effect, the difference between 
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trust tax brackets and individual tax 
brackets becomes even more important. 
“Pushing” the income to the beneficiar- 
ies by distributing all or most of DNI 
makes even more sense, since income at 
the beneficiary level is more likely to be 
taxed at a lower rate. 


DIFFERENT INCOME TYPES AT 
THE BENEFICIARY LEVEL 

The character of the trust income at the 
beneficiary level is determined based on 
the actual distribution amount and DNI 
unless the trust instrument or state law 
specifies otherwise. Direct expenses must 


NEw LAws AFFECTING 
ESTATES AND TRUSTS 

The recently enacted health care legislation 
affects not only individuals and business- 
es but also the income of trusts and estates. 
Under the new IRC 8 1411, trusts and es- 
tates will be subject in 2013 and subse- 
quent tax years to a 3.8% “unearned 
income Medicare contribution” tax on the 
lower of their undistributed net invest- 
ment income or the amount by which 
their adjusted gross income (AGI) exceeds 
the amount where the highest tax brack- 
et begins. This is a much lower threshold 
($11,200 in 2010) than for individuals, 


If higher tax rates take effect,the difference between 
trust tax brackets and individual tax brackets 
becomes even more important. 


be allocated to the respective incomes (for 
example, rental expenses must be de- 
ducted from rental income). Indirect 
expenses, such as trustee fees, must be al- 
located between taxable and tax-free in- 
come. However, the tax law does not 
specify how indirect expenses must be 
attributed to different taxable income 
items, which allows for some flexibility. 

Beneficiary allocations. The benefici- 
aries of the JSA Trust receive $5,000 and 
$10,000, respectively. Unless specified dif- 
ferently in the trust instrument or by state 
law, the two amounts are composed as 
shown in Exhibit 6. 

Note that because dividends are taxed 
at a lower rate, all expenses that are not al- 
located to the municipal bond interest are 
allocated to rental income. Further note 
that the income items are in proportion of 
DNI, while the depreciation deduction is 
allocated between the trust and the bene- 
ficiaries based on net accounting income. 

Practice point. When (or if) the lower 
tax rate for qualified dividends sunsets, the 
allocation of expenses to nondividends is no 
longer necessary. However, depending on 
the beneficiary’s individual tax situation, it 
may still be important to allocate the indi- 
rect expenses to one particular income item. 


who are subject to this tax only if their 
modified AGI exceeds $250,000 for mar- 
ried taxpayers filing jointly and surviving 
spouses and $200,000 for all others. 

If the JSA Trust has the same income and 
makes the same distribution in 2013, it 
would be subject to the unearned income 
Medicare contribution tax on $64,178 
($75,378 less $11,200 (or top income tax 
bracket threshold in 2013 if different)); AGI 
is $75,378; investment income net of ex- 
penses and deductions is also $75,378. Ad- 
ditional tax would be $2,439. 

Practice point. Since the threshold for 
individuals is much higher than for estates 
and trusts (and since most, if not all, trust 
income will be considered investment in- 
come), taxpayers may want to distribute 
more (or all) of the trust income to limit 
the amount subject to the 3.8% extra tax. 

Note that certain trusts will not be sub- 
ject to this additional tax. For example, sec- 
tion 1411(e) states that the unearned 
income Medicare contribution tax does not 
apply to trusts in which the only unexpired 
interests are for charitable purposes. Trusts 
that are tax-exempt under section 501 and 
charitable remainder trusts (as defined in 
section 664) are also excluded (Joint Com- 
mittee on Taxation Report). 
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Furthermore, simple trusts and grantor 
trusts are also likely to be exempt. A sim- 
ple trust must distribute all current in- 
come; thus all income taxes apply at the 
beneficiary level, and it does not have any 
undistributed net investment income. A 
grantor trust is not considered a taxable 
entity because the grantor (or possibly 
some other person such as the beneficiary) 
is presumed to be the owner of the trust. 
The trust income is therefore taxed at the 
grantor level. ~ 
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AICPA RESOURCES 


Publications on demand 

m@ Can You Trust Your Trust: What the 
Practitioner Needs to Know 
(#017271PDF) 

@ The Adviser's Guide to the Revised 
Trust Accounting Rules (#061073PDF) 
gw Fiduciary/Trust Accounting: A Compre- 
hensive Practice Guide (#091029PDF) 


CPE self-study 
Form 1041: Income Taxation of Estates 
and Trusts (#736946SNF) 


For more information or to make a pur- 
chase, go to cpa2biz.com or call the 
Institute at 888-777-7077. 


The Tax Adviser and Tax Section 

The Tax Adviser is available at a reduced 
subscription price to members of the Tax 
Section, which provides tools, technolo- 
gies and peer interaction to CPAs with tax 
practices. More than 23,000 CPAs are 
Tax Section members. The Section keeps 
members up to date on tax legislative and 
regulatory developments. Visit the Tax 
Center at aicpa.org/tax. The current 
issue of The Tax Adviser is available at 
aicpa.org/pubs/taxadv. 


PFP Member Section and PFS 
credential 

Membership in the Personal Financial 
Planning (PFP) Section provides access 
to specialized resources in the area of 
personal financial planning, including com- 
plimentary access to Forefield Advisor. 
Visit the PFP Center at aicpa.org/PFP. 
Members with a specialization in personal 
financial planning may be interested in ap- 
plying for the Personal Financial Specialist 
(PFS) credential. Information about the 
PFS credential is available at 
aicpa.org/PFS. 





www.journalofaccountancy.com 


October 2010 Journal of Accountancy 67 








® 
¢ ‘( PA } Advertisement 


NEW & NOTEWORTHY 


Tax Season 


Make this one the best ever 


Adapted from the new “Managing Your Tax Season’. 


Tax Season Annual Review 
he tax preparation portion of your practice is a separate 
business and needs continuous product development, 


work efficiency improvement, and service program upgrades. 


Issues for a firm to focus on annually include: 


¢ Conducting a retrospective to determine whether 
there will be any systemic changes either firm-wide 
or limited to the tax season department procedures. 

¢ Considering all the options available to the firm for 
managing seasonality. This may include reconsidering 
options that were rejected the previous year. 

¢ Identifying clients who will need pre-year-end 
planning and tax projections. Calls are made to 
obtain their most recent tax information; then 
appointments, where appropriate, are made to 
meet with the clients. 

¢ Preparing mailings to clients, which include a 
year-end tax planning newsletter to be mailed out 
before the end of November and organizers to be 
mailed in the middle of January. 

e Updating tax materials, including tax handbooks for 
staff and forms for the new year, plus an update and 
installation of tax preparation software. 

e Implementing staff tax training program, which 
includes the February pre-tax-season staff meeting. 

¢ Updating tax client lists and preparing preliminary 
staff assignment schedules. 

e Reviewing staff hours and payment arrangements 
and communicating them to staff at the staff meeting. 





Tax Work as a Cross Selling Tool 

Almost every tax client needs additional services you can 
provide. The issue becomes not how to approach them 

with the suggestions, but when. Not doing so takes away 

an opportunity to better serve the client and improve your 
revenue and client relationship. You can collect copies of the 
tax return summaries or Excel sheets. The summaries are 
reviewed by a partner to determine if there are additional tax 
or financial planning opportunities for the client. You can also 
specifically review all clients with a Schedule C to see if a 
pension plan is applicable, and, if so, call them. 


You may wish to suggest opening Keogh, SEP, SIMPLE, 
defined benefit plans, nonstatutory option plans, and 
deferred compensation plans where appropriate. Or compile 
a listing of clients’ birth dates and make notes about which 
clients might have to take required minimum distributions 
from IRAs and, if the client has multiple accounts, which 
account to take the withdrawal from. 


Prepare follow-up lists when you review the tax returns 
for additional services you can perform for the clients after 
“tax season” ends. Start calling clients around the middle 
of June. Note that if the additional service is time sensitive, 
it should not be delayed; a partner should be advised and 
should make arrangements to help the client in a timely and 
appropriate manner. 


Numerous sample checklists, letters, charts, and Excel tax 
comparison worksheets— all thoroughly tested by author 
Edward Mendlowitz—will help you implement this guidance 
in your next tax season. The book also includes the author's 
website and email address so you can contact him directly. 





To order the new Managing Your Tax Season, visit www.cpa2biz.com or call 1-888-777-7077. 


Ask for Product #090560, member price: $75.00. 


cpa2zbiz.com | 888.777.7077 
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Publications 


AICPA Professional Standards 


This 2-volume set provides a comprehensive source of 
professional standards applicable to non-public companies 
and contains pronouncements issued by the AICPA. The 
2010 edition of Professional Standards provides the follow- 
ing new standards: 


¢ SAS No. 117, Compliance Audits (AU section 801) 


* SAS No. 118, Other Information in Documents Containing 
Audited Financial Statements (AU section 550) 


° SAS No. 119, Supplementary Information in Relation to the 
Financial Statements as a Whole (AU section 551) 


¢ SAS No. 120, Required Supplementary Information 
(AU section 558) 


¢ SSAE No. 16, Reporting on Controls at a Service 
Organization (AT section 801) 


¢ SSARS No. 19, Compilation and Review Engagements 
(AR sections 60, 80, and 90) 


Product No. 0051010 
$135.00 member/$168.75 nonmember 


CPE Self-Study 


Internal Control Essentials for Financial Managers, 
Accountants and Auditors 


This course should help management, as well as internal 
and external auditors, in complying with the risk assessment 
standards (for non-public entities) and AS No. 5 (for 

public entities). 


¢ Interpret basic documentation of a significant accounting 
process, identify the significant risks of frauds and errors, 
locate the presence or absence of compensating controls, 
and identify key controls and control weaknesses 


¢ Learn how to prepare documentation to comply with 
both the risk assessment standards and AS No. 5 


NASBA Field of Study: Accounting 

Recommended CPE credit: Text-12; DVD/Manual-14 

Level: Basic 

Prerequisite: None 

Text: No. 731856, $149.00 member/ $186.25 nonmember 
DVD/Manual: No. 181856, $199.00 member/ $248.75 nonmember 


aaa tipo porous: or nods ontenwiovt 


Not-for-Profit Entities - 

Audit and Accounting Guide 

No. 0126410 

$70.00 member/ $87.50 nonmember 


Investment Companies 

Audit and Accounting Guide 

No. 0126210 

$70.00 member/ $87.50 nonmember 


State and Local Governments 
Audit and Accounting Guide 

No. 0126610 

$70.00 member/ $87.50 nonmember 


Professional Ethics: 

AICPA’s Comprehensive Course 

Text No. 732313 

$105.00 member/ $131.25 nonmember 


Annual Update for Accountants and Auditors 
(2010-2011 Edition) 

Text No. 730096 

$189.00 member/ $236.25 nonmember 


Accounting Trends & Techniques — 
Employee Benefit Plans 

No. 0066510 

$69.00 member/ $86.25 nonmember 


UPCOMING AICPA CONFERENCES & EVENTS 


Conferences 


© AICPA Training School — 


Financial Statement Audits 
Oct 4 - Oct 7, 2010 
Atlanta, GA 





Oct 11 - Oct 15, 2010 
Washington, DC 


cpa2biz.com | 888.777.7077 


IT Considerations in Risk-Based 


Webcasts 


® CAQ Webcast on Smaller Company 
Matters - The SEC's Perspective 
Webcast - Live Video 
October 12, 2010 
1:00 PM - 3:00 PM ET 


© AICPA Expert Witness Skills Workshop 





TAX: PRAG IGE 
CORNER 


Online Selling and New 
Third-Party Network 
Reporting 





The payment settlement reporting requirements of 
new IRC § 6050W, which go into effect next year, 
apply broadly to transactions conducted by debit or 
credit card, as well as third-party network transac- 
tions. While CPAs’ clients can easily understand 
how accepting payment cards at point of sale 
might affect them, those with income from online 
transactions settled either by payment card or 
through PayPal or other such third-party networks 
may have questions about the reporting require- 
ment—or about reporting income generally from 
online transactions. 


The reporting requirement was introduced by the Housing 
Assistance Tax Act of 2008 (PL 110-289). Banks or other “mer- 
chant acquiring entities” will report aggregate amounts of pay- 
ment card transactions to payees and the IRS, and third-party 
networks likewise will report aggregate payments. 

The Internet has certainly become a major venue for retail 
commerce. In 2009, eBay.com alone handled more than 
$57 billion in gross merchandise value. Those transactions gen- 
erated more than $31 billion in net total payments through 
PayPal, which is a subsidiary of eBay Inc. (annual report, eBay 
Inc., Feb. 17, 2010). 

Section 6050W(e) provides a relatively high de minimis thresh- 
old for transactions settled by third-party networks: Reporting is 
required when the total gross reportable amount to a payee exceeds 
$20,000 and the aggregate number of transactions exceeds 200 
(both conditions must be met). This provision would seem likely to 
exempt casual sellers and even some smaller businesses from 
reporting, but businesses should be aware that many entities that 
are not banks and may not consider themselves to be payment set- 
tlement entities fall under the expansive definition of “third-party 
network.” Final regulations (TD 9496) issued in August did not 
adopt a recommendation made by several comment submitters in 
response to Notice 2009-19 that payment card transactions also be 
subject to a de minimis exception. 


A\N ONLINE GARAGE SALE? 


Beyond any reporting requirements, CPAs’ individual tax 


clients who sell personal items on eBay might not be sure 
whether their income from such sales is taxable. CPAs can 
point them to the Tax Court case of Andrea Orellana (TC 
Summary 2010-51). Orellana—an IRS revenue officer—said 
she hadn’t known she was supposed to report income from 
what she regarded as an ongoing “online garage sale” through 
eBay. But the Tax Court sustained an IRS determination that 
because of these activities she underreported her income by 
$30,663 for 2004 and $11,179 for 2005. The court sustained 
deficiencies totaling $12,428 and accuracy-related penalties of 
$2,486. The court noted she was in a better position than 
many taxpayers to know that her online sales produced poten- 
tially taxable income. The court added (in the context of assess- 
ing accuracy-related penalties) it “might not expect for a tax- 
payer to keep records for a few small items sold on eBay,” but 
noted the number of Orellana’s transactions: more than 7,000 
between 2000 and 2005. 

Nonetheless, online sales could put taxpayers at risk for 
underpaid taxes and penalties—perhaps more so starting next 
year if their transactions are reportable—if, like Orellana, they 
mistakenly believe they're not required to report income 
(amount realized, less basis and selling expenses) just because 
they don’t consider themselves to be in business. 


RECONCILING RECORDS WITH FORM 1099-K 
Others who do consider themselves in a trade or business and 
understand their income reporting obligations from online 
sales could find it difficult to reconcile their records with 
amounts reported on the new Form 1099-K the IRS has draft- 
ed for this purpose. They would be well advised by their CPA 
to begin instituting procedures to do so. Despite a concern by 
many that reporting would not reflect net amounts after 
“charge-backs” or other adjustments, the final regulations 
adhered to reporting of gross amounts only. The regulations 
specified that a reportable amount is determined as of the 
date of the transaction and “is not intended to be an exact 
match of the net, taxable, or even the gross income of a 
payee.” Nonetheless, tax practitioners should at least note the 
reported amount and attempt to reconcile any differences from 
what is reported on Schedule C. 

CPAs should advise their business clients of these new infor- 
mation reporting requirements, along with expanded transac- 
tion reporting under section 6041 starting in 2012 (see “The 
Coming 1099 Revolution: Are You and Your Clients Ready?” 
JofA, Aug. 2010, page 40). 





By Tom Prieto, CPA, MBT, (tomprieto@gmail.com) an adjunct pro- 
fessor at American Jewish University in Los Angeles. 





To comment on this article or to suggest an idea for another article, 
contact Paul Bonner, senior editor, at pbonner@aipca.org or 919- 
402-4434, 
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Insurance Plans 
from the AICPA Trust: 


They're as versatile as you are. 


Protection—no matter what you may encounter 
Your AICPA membership grants you access to an impressive 
suite of Plans endorsed by the AICPA with insurance issued 
by The Prudential Insurance Company of America. These 
Plans are designed to offer the coverage and options CPAs like 
you need. For instance, the CPA Life and Spouse Life Plans 
offer up to $2,000,000 in coverage, depending on your age and 
memberships, plus optional features that let you tailor them 
to your family’s needs. With these and other Plans to choose 

_ from, you're sure to find the right insurance coverage 
at group rates that fit your own financial plan. 


Annual cash refunds lower your costs 

Each year, the money not needed to pay claims and 

other expenses is distributed to participants in all AICPA- 
endorsed Plans in the form of annual cash refunds. Refunds, 


> Var; 
ott : 


ax be paid by the Trust out of premium refunds received from 


2h 
‘ Prudential, can significantly reduce the cost of your coverage. 
_ While not guaranteed, they have been paid annually 

since the first Life Plan was introduced in 1957. 


Find out what over 185,000 CPAs already know—that AICPA- - 


endorsed insurance Plans offer coverage you can trust. 

Oe ee a g , 
For more information, visit the AICPA Insurance Trust 
website at www.cpai.com or call Aon Insurance 
Services toll free at 1-800-223-7473. 


You should consider the contract and the underlying funds’ investment 
objectives, risks, charges and expenses carefully before investing. 

Both the contract prospectus and the underlying fund prospectuses 
contain this and other important information. Contact Aon Benfield 
Securities, Inc. for the prospectuses. You should read them carefully 
before purchasing a contract. : 


i C ES ©’, AICPA Insurance Trust 
i J Member Insurance Programs 
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Group Term Life and Disability coverages are issued by The Prudential Insurance Company of America, 751 Broad Street, Newark, 
NJ 07102-3714. The booklet-certificates include all exclusions, limitations and reductions that may apply. Contract Series 83500. 
Group Variable Universal Life (contract series 89759) is issued by The Prudential Insurance Company of America, 751 Broad Street, 
Newark, NJ 07102-3714, and is distributed by Prudential Investment Management Services LLC (PIMS), Three Gateway Center, 
14th Floor, Newark, NJ 07102-4077, each being a Prudential Financial company, and each is solely responsible for its financial 
condition and contractual obligation. Coverage is offered and administered through Aon Benfield Securities, Inc., member FINRA/ 
SIPC, 159 East County Line Road, Hatboro, PA 19040-1218, 1-800-223-7473. The Plan Agent of the AICPA Insurance Trust is Aon 
Insurance Services. Aon Benfield Securities, Inc., and Aon Insurance Services are not affiliated with either Prudential or PIMS. 


IFS-A119876 0185086-00001-00 Ed. 8/10 AICPA 5047 






GK PA Member Discount Program 


This special program — for AICPA Members only — 
offers savings on products and services you use 
every day, personally and professionally. 






Learn more at WWW.CpaZ2biz.com/discounts 


INSURANCE & _ BUSINESS SERVICES & 
HOME FINANCING FIRM SOLUTIONS TECHNOLOGY 











Cea edEx 
Pibinas catvaeen | 1-800-636-2377 
AICPA Insurance Programs 
1-800-223-7473 Office DEPOT 
1-800-221-3023 | www.cpa2biz.com/officedepot 


AICPA Retirement Programs 
1-877-264-2615 





| FedEx Office. | 1-800-888-8299 


www.cpazbiz.com/fedexoffice 
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www.cpa2biz.com/email 
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Executive Roundtable 
Emerging Issues and nun les 
in Payroll and Employee Benefits 


Driven by massive regulatory and technological changes, finance and accounting professionals are grappling with a tidal wave 
of change and complexity in payroll and employee benefits. 


To gain some insight into the issues and opportunities, the Journal of Accountancy gathered several leading executives to join 


a virtual roundtable discussion. Here, they talk to Editor at Large Rick Telberg about the new regulatory landscape, changing 
technologies, and how they and accounting professionals are seizing new advantages amidst change. 
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Because of new reform and regulatory 
legislation (health care, financial services, 
etc.), we're facing an avalanche of new 
rules and regulations. Which of the 
changes are the most significant to 
accounting and finance professionals? 


REGINA LEE, ADP: “The tax credit for small businesses 
resulting from the Patient Protection and Affordable Care 
Act and the HIRE Act could have the most significant 
effects on accounting professionals this year, and for many 
years to come. Not only is there a plethora of new rules to 
understand, but also implementation of these rules will take 
place over multiple years. In addition, the administration 
that is needed to determine client benefits could be 
onerous and time-consuming.” 


Regina Lee, President of Major Account Services and Small Business Services, ADP Inc. A 28-year 
veteran of ADP, Ms. Lee has held numerous senior-level positions, most recently serving as President, 
ADP National Account Services and Employer Services International, where she led an organization of 
13,000 associates to offer human capital management outsourcing services to the largest organizations 


Charlie Lathrop, Chairman, CEO and President, CompuPay. Mr. Lathrop joined CompuPay in 2005 and, 
with a focus on organic growth and acquisition, has more than tripled the size of the company, currently 
the fourth-largest payroll provider in the U.S. Prior to joining CompuPay, Lathrop was CEO of Advantage 
Payroll Services, where he took the company from $12 million in annual revenue in 1997 to more than $75 
million before managing the sale of the company to Paychex in September 2002. Visit CompuPay.com 


Delbert Humenik, Senior Vice President, Sales and Marketing, Paychex Inc. Prior to joining Paychex in 
September 2009 as a member of the company’s executive team, Mr. Humenik was senior vice president 
and general manager for R.H. Donnelly Corporation (now Dex One Corporation), a leading national Yellow 
Pages and local search company. Additionally, Mr. Humenik’s 20-year sales and marketing career includes 
sales management and executive leadership positions with Verizon Communications, Inc. Visit Paychex.com 


CHARLIE LATHROP, COMPUPAY: “The new regulations 
involving employment tax credits will be most significant to 
accountants because of the impact to small business. These 
credits can be of great value, with an immediate impact to cash 
flow in many cases.” 


DELBERT HUMENICK, PAYCHEX: “The regulatory 
environment is more demanding than ever for accounting 

and financial professionals whose job it is to make sure their 
clients stay in compliance. Of course, health-care reform 
legislation looms large, including the Small Business Tax Credit 
available to some businesses; new W-2 reporting rules; and 
the expansion of 1099 reporting requirements. New disclosure 
requirements for retirement plan fees and auto-IRA legislation 
should be top of mind on the retirement side. These are all at 
the federal level. At the state level, we expect to see more tax 
and regulatory changes in answer to big budget challenges.” 
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ADP gives you the choice of doing business in a way that best fits your firm. Whether you want to refer your 
clients’ payroll to ADP or process it yourself, ADP provides world-class payroll and beyond payroll services, 
so you can focus on what matters most: growing your business and helping your clients be successful. In 
addition, your state society membership means that the following special benefits are available to you: 


Payroll for your firm — FREE for up to 49 employees with 
discounted solutions to meet the needs of larger businesses 
Special discounts for your firm’s clients 

Free access to our Accountant HR Helpdesk 

Free Master Tax Guides from CCH, a Wolters Kluwer business 
30% discount on all CCH tax and accounting publications 


*Discount/free payroll applies to companies with 1 to 49 employees that sign complete ADP sales order and to all features of standard payroll processing 
invoiced on client's regular processing cycle and does not include additional non-payroll services; excludes pass through costs, courier and other delivery 
fees, including off cycle fees, hardware, or penalty and interest fees. Only available to new ADP Clients using EasyPay*” or RUN Powered by ADP® in the 
continental U.S. Must be set-up for direct debit of fees (“DDF”) as the payment method. ; 


© 2010 ADP Inc. The ADP Logo is a registered trademark of ADP. EasyPay is a service mark and RUN Powered by ADP is a registered service mark of ADP, 
Inc. All other trademarks are the property of their respective owners. 
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TAX COURT JURISDICTION, 
WHISTLEBLOWER AWARDS 


JURISDICTION NOT LIMITED TO 
AWARD AMOUNT, TAX COURT 
SAYS 
The Tax Court ruled that an IRS letter 
denying a tax whistleblower’s claims was a 
“determination” giving the Tax Court 
jurisdiction to review the matter under 
IRC § 7623(b)(4). Thus, the court 
declared that its jurisdiction is not limited 
to the amount of an award but includes 
any determination by the IRS to deny one. 
Section 7623 was amended by the Tax 


Relief and Health Care Act of 2006 (PL 
109-432) to increase whistleblower 
award amounts, establish objective crite- 
ria for approving claims and reform their 
administration by the IRS, which had 
often been regarded as dilatory in its pro- 
cessing of claims and arbitrary in decid- 
ing them (see “The IRS Whistleblower 
Program: What CPAs Should Know,” JofA, 
Aug. 2009, page 50). The reforms includ- 
ed establishing a Whistleblower Office 
within the IRS. Notice 2008-4 provided 
guidance on claim submission, process- 
ing and disposition. Section 7623(b)(4) 
states that any determination regarding an 
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In fiscal 2011, proposed inflation-adjusted funding for IRS enforcement 
activities is 17.9% more than the 2004 level, while spending for taxpayer 


service programs would decline by 6.8%. 
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award may be appealed to the Tax Court, 
which shall have jurisdiction over the 
matter. 

In 2008, William P Cooper III, an 
attorney, filed two whistleblower claims 
alleging that certain parties had failed to 
pay millions of dollars in estate and gen- 
eration-skipping transfer taxes due. 

The Whistleblower Office notified 
Cooper that the claims had been received, 
explained that the information would be 
used to determine whether to further 
investigate the alleged violations, and told 
Cooper that he would be informed after 
a review and investigation whether the 


2011 (proposed) 
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submitted information met the criteria for 
paying an award. Nine months later, he 
received a letter denying the claims. The 
letter stated that an award determination 
could not be made under section 7623(b) 
because Cooper “did not identify ... fed- 
eral tax issue[s] upon which the IRS will 
take action.” The letter also said an award 
was not warranted for either claim 
because Coopers information did not 
“result in the detection of the underpay- 
ment of taxes.” Cooper then promptly 
filed two petitions in the Tax Court seek- 
ing a review of the denial. 

In response, the IRS filed motions to 
dismiss for lack of jurisdiction on the 
ground that no determination notice under 
section 7623(b) had been issued. There 
could be a determination for jurisdiction- 
al purposes only if the Whistleblower 
Office undertook an administrative or 
judicial action and then “determined” to 
make an award, the IRS said. The IRS fur- 
ther contended that the letter wasn’t a 
determination because it wasn’t labeled a 
determination. 

The court disagreed, finding with 
respect to the first argument that the 
statute expressly permits an individual 
taxpayer to seek Tax Court review of the 
amount or the denial of an award deter- 
mination. With respect to the second 
argument, the court found that the letter 
was issued in accordance with procedures 
in the Internal Revenue Manual and 
Notice 2008-4. The letter provided an 
explanation from the manual!’ list of pos- 
sible reasons for denying whistleblower 
claims (IRM § 25.2.2.12(2)). That it was 
not labeled a determination didn’t matter; 
it constituted a determination within the 
meaning of section 7623(b)(4) over which 
the court had jurisdiction. 

@ William Prentice Cooper III, 135 TC 
no. 4 


By Laura Jean Kreissl, Ph.D., assistant pro- 
fessor of accounting, and Darlene Pulliam, 
CPA, Ph.D., McCray Professor of Business 
and professor of accounting, both of the 
College of Business, West Texas A&M 
University, Canyon, Texas. 


TAX MATTERS 


HOME SALE EXCLUSION 


TAXPAYERS WHO BUILT NEW 
HOME DENIED EXCLUSION 

The Tax Court held that a married couple 
could not exclude gain under IRC 8 121 
from the sale of a house that they had 
never lived in, built after they had demol- 
ished their former residence on the same 
site. The court held that Congress intend- 
ed that the exclusion should apply only 
when the property sold includes the 
dwelling that has been used as a principal 
residence for the requisite period. 

Section 121 generally permits married 
taxpayers to exclude up to $500,000 of 
gain from the sale or exchange of proper- 
ty if, during the five-year period ending on 
the date of the sale or exchange, the prop- 
erty has been owned and used by the tax- 
payer as the taxpayer's principal residence 
for a period of, or periods totaling, at least 
two years. Gain from the separate sale of 
land adjacent to a principal residence can 
also qualify for the exclusion if that sale 
occurs two years before or after the sale of 
the dwelling. 

David Gates purchased an 880-square- 
foot home in California in 1984. He mar- 
ried Christine Gates in 1989. The couple 
wanted to remodel and enlarge the home, 
but after being informed by an architect of 
new building codes, the couple in 1999 
decided to demolish the old house and 
build a new one more than double its size. 
The Gateses never lived in the new house 
and sold it in 2000 at a gain of $591,406. 
The couple did not report any of the gain. 
They had lived in the original house for at 
least two years out of the five years pre- 
ceding the sale, and they agreed that 
$91,406 of gain should have been report- 
ed; however, the IRS assessed a tax defi- 
ciency based on inclusion of the entire 
gain. 

In the Tax Court, the Gateses argued 
the term “property” in section 121 
includes the land on which a house rests, 
and if they lived in any dwelling for the 
requisite period on the land that was sold, 
section 121 would apply. Section 121 does 
not define “property,” so the court exam- 





ined its legislative history and case law. In 
the committee report on the 1997 law that 
amended sections 121 and 1034 dealing 
with the sale of a principal residence, 
Congress repeatedly used the terms 
“home” and “house” interchangeably with 
“principal residence.” The first law passed 
by Congress dealing with this issue in 
1951 referred to property as either “old 
residence” or “new residence.” Therefore, 
the court concluded that the property sold 
must include a structure used as the tax- 
payer's principal residence for the requisite 
period. 

@ David A. Gates and Christine A. Gates 
y. Commissioner, 135 TC no. 1 


By Charles J. Reichert, CPA, professor of 
accounting, University of Wisconsin— 
Superior. 


EXEMPT ORGANIZATIONS, TAX 
SHELTERS 


IRS ISSUES FINAL 
REGULATIONS ON TAX 
SHELTER EXCISE TAXES 

The IRS and Treasury Department issued 
final regulations under IRC 8 4965 for 
excise taxes on tax-exempt entities that 
enter into prohibited tax shelter transac- 
tions and on their managers who approve 
such transactions or have reason to know 
that they are prohibited tax shelter trans- 
actions. 

Certain tax-exempt entities such as sec- 
tion 501(c) entities, churches and govern- 
ment entities are subject to the entity-level 
excise tax, which is imposed when the 
entity is a party to a prohibited tax shelter 
transaction or a subsequently listed trans- 
action. These transactions are those iden- 
tified by the IRS as listed and reportable 
transactions under sections 6707A(c)(2) 
and 6707A(c)(1), respectively. A subse- 
quently listed transaction is a transaction 
that became a listed transaction after the 
entity entered into it (and was not.a 
reportable transaction when the entity 
entered into it). The amount of the tax is 
based on the entitys knowledge of the 
nature of the transaction and on the 
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amount of the entity's net income from, or 
the proceeds of, the transaction. 
Managers of tax-exempt entities are 
persons with the authority or responsibil- 
ity to approve the prohibited tax shelter 
transactions. The amount of this excise tax 
is $20,000 for each approval causing the 
entity to be a party to such a transaction. 
In 2007 the IRS issued proposed regu- 
lations defining many terms in section 
4965 and providing details about the dis- 
closure that a taxable party must make to 
the tax-exempt entity. These final regula- 
tions adopt the proposed regulations, with 
some changes. They simplify the defini- 
tion of a tax-exempt party to a prohibited 
tax shelter transaction by eliminating an 


Schedule M Errors 43 Times 
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Than E-Filed Returns 
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still greater. E-filing in calendar 2010 was projected to 
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Source: Electronic Tax Administration Advisory 
Committee, tinyurl.com/mezmfd. 
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entity that “enters into a listed transaction 
and reflects on its tax return (whether an 
original or an amended return) a reduc- 
tion or elimination of its liability for appli- 
cable Federal employment, excise or unre- 
lated business income taxes that is derived 
directly or indirectly from tax conse- 
quences or tax strategy described in the 
published guidance that lists the transac- 
tion.” Such a tax-exempt entity is subject 
to the same disclosure rules and increased 
penalties as taxable entities. 

Final regulation § 301.6011(g)-1(d)(1) 
also modifies the timing of required dis- 
closures by a taxable party in such 
arrangements. Now a taxable party to a 
prohibited tax shelter transaction must 
provide disclosure of the nature of the 
transaction to the tax-exempt entity with- 
in 60 days of the last to occur of: 

@ The date the person becomes a tax- 
able party to the transaction; 

@ The date the taxable party knows or 
has reason to know that the tax-exempt 
entity is a party to the transaction; or 

@ July 6, 2010. 

The taxes under section 4965 apply 
generally to tax years ending after May 17, 
2006. Disclosure requirements under 
section 6011(g) apply generally to trans- 
actions entered into after that date. 
Definitions under the final regulations (88 
53.4965-1 through 53.4965-8) apply 
generally as of July 6, 2010, to tax years 
ending after July 6, 2007. 

@ TD 9492 (7/6/2010) 


By Karyn Bybee Friske, CPA, Ph.D., 
Pickens Professor of Business and associate 
professor of accounting, and Darlene 
Pulliam, CPA, Ph.D., McCray Professor of 
Business and professor of accounting, both of 
the College of Business, West Texas AGM 
University, Canyon, Texas. 


PENALTY ABATEMENT 


FINAL REGS DENY INTEREST 
AND PENALTY SUSPENSION 

The IRS issued final regulations under IRC 
§ 6404(g)(2)(E) regarding an exception to 
interest and penalty suspension if the 


amounts are related to listed transactions 
and undisclosed reportable transactions. 

Section 6404(g) generally provides for 
the suspension of interest and penalties if 
the IRS does not contact the taxpayer 
regarding the reason for the interest and 
penalties within a specified period. 
Section 6404(g)(2)(E) denies this suspen- 
sion for interest and penalties that are 
related to listed transactions or undis- 
closed reportable transactions. 

The regulations add new Treas. Reg. 8 
301.6404-4 to reflect this exception and 
several statutory modifications enacted 
between 2004 and 2006. The suspension 
does not apply to any interest accruing on 
undisclosed reportable or listed transac- 
tions after Oct. 3, 2004. More generous 
rules apply to interest or penalties accru- 
ing before Oct. 4, 2004, for a participant 
in a settlement initiative, a taxpayer acting 
reasonably and in good faith, or a closed 
transaction. 

@ TD 9488 (6/16/2010) 


By Karyn Bybee Friske, CPA, Ph.D., 
Pickens Professor of Business and associate 
professor of accounting, and Darlene 
Pulliam, CPA, Ph.D., McCray Professor of 
Business and professor of accounting, both of 
the College of Business, West Texas AGM 
University, Canyon, Texas. 


REASONABLE COMPENSATION 


COMPANY’S DEDUCTION FOR 
SHAREHOLDER-EXECUTIVE’S 
PAY REDUCED 
The Tax Court reduced a corporation's 
deduction for compensation to its CEO, 
but by much less than the IRS sought. 
Factors favoring the taxpayer were consis- 
tent compensation policies and that the 
owner was the driving force behind suc- 
cessful operations. Weighing against the 
taxpayer for one tax year was a negative 
return on equity to a hypothetical investor. 
Randall Unthank had since 1972 per- 
formed all managerial tasks and made all 
major business decisions for Multi-Pak 
Corp., a California C corporation that had 
been founded by his father. As Multi-Pak’s 
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CEO and COO, Unthank, who was also 
the company’s sole shareholder, was paid 
$2,020,000 and $2,058,000, respectively, 
in 2002 and 2003. The IRS determined 
that reasonable compensation for those 
years should have been $655,000 and 
$660,000. The IRS issued notices of defi- 
ciency and imposed a 20% accuracy-relat- 
ed penalty under section 6662(c). 

The Tax Court allowed the taxpayer to 
deduct the full amount of compensation 
in 2002 but only $1,284,104 in 2003, and 
it declined to impose any accuracy-related 
penalties. The court noted that the Ninth 
Circuit, to which this case could be 
appealed, follows precedent established in 
Elliotts Inc. v. Commissioner (716 F2d 1241 
(9th Cir. 1983)) by using a five-factor test, 
with no single factor being determinative. 
The five factors are: (1) the employee’ role 
in the company, (2) comparison with other 
companies, (3) the character and condition 
of the company, (4) potential conflicts of 
interest and (5) internal consistency in 
compensation. (For more, see “Executive 
Compensation: What's Reasonable?” JofA, 
June 2009, page 56.) 

Concerning the first factor, the court 
found in Multi-Pak’s favor that the peti- 
tioners critical decision-making role and 
dedication to the company directly con- 
tributed to the company’s excellent growth. 
For the second factor, the court rejected both 
Multi-Paks and the IRS’ experts’ analyses of 
other companies as not comparable to the 
taxpayer. i 

The third factor, “character and condi- 
tion of the company,” was found to favor 
the petitioner, as Multi-Pak clearly was a 
successful competitor in its field. The 
fourth factor, “conflict of interest,” exam- 
ines whether any relationship between a 
company and its employee would permit 
the company to disguise nondeductible 
corporate distributions as compensation. 
The court found that such a relationship 
did exist and that closer scrutiny of 
Unthank’s position as both employee and 
sole shareholder was merited. Using a 
return-on-equity (ROE) assessment, the 
court concluded that the compensation 
paid in 2002, when sales grew by about 
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$3 million and ROE was 2.9%, was rea- 
sonable. However, the company’ negative 
15.8% ROE in 2003 called into question 
Unthank’s compensation for that year. 
Finally, the court considered “internal 
consistency of compensation” and found 
that Multi-Pak’s monthly review of bonus- 
es indicated a consistent business policy. 
The court noted that Unthanks “dedica- 
tion and hard work resulted in the compa- 
ny’s record sales for the years at issue.” 
However, it held that reasonable compensa- 
tion in 2003 would have been $1,284,104, 
which was Unthank’s average compensa- 
tion for 1999 to 2001 and would have 
resulted in a 10% ROE for 2003. 
Multi-Pak also contested the IRS’ 
assessment of an accuracy-related penalty, 
arguing it had acted in good faith and had 
reasonable cause. The court agreed, hold- 
ing that the taxpayer met the exception for 
reliance upon professional advice by con- 
ferring regularly with its CPA adviser and 
tax preparer. 
@ Multi-Pak Corp. v. Commissioner, TC 
Memo 2010-139 


By Dayna E. Roane, CPA, M. Tax., Kingsbery 
Baris Vogel Nuttall, Boulder, Colo. 


WORK PRODUCT PRIVILEGE 


SOME AUDIT DOCUMENTS 
PROTECTED 
The District of Columbia Court of Appeals 
held that the work product privilege pro- 
tected two documents created by taxpay- 
er Dow Chemical Inc. from discovery by 
the IRS and might protect another docu- 
ment created by Dow’ independent audi- 
tor, Deloitte LLP 

The D.C. Circuit thus affirmed a hold- 
ing by the District Court for the District of 
Columbia (U.S. v. Deloitte & Touche LLP, 
623 EF Supp.2d 39 (D.D.C. 2009)) as to 
the first two documents and vacated and 
remanded for further consideration the 
lower courts holding that the Deloitte 
document was also protected. The circuit 
court directed the district court to review 
the document in camera, which it had not 
done in earlier proceedings, to determine 


whether it is protected as work product or 
fully or partly discoverable. (During an 
in camera review, the presiding judge 
reviews the documents privately before 
ruling on whether they are discoverable.) 
The circuit courts decision also affirmed 
the district courts holding that Dow did 
not waive the privilege for its documents 
by disclosing them to Deloitte. 

The dispute arose in an ongoing suit 
filed in 2005 in the U.S. District Court for 
the Middle District of Louisiana involving 
IRS adjustments of the returns of two 
Dow-owned partnerships (Chemtech 
Royalty Associates LP v. U.S., docket no. 
05-944). The government subpoenaed 
documents from Deloitte, which turned 
over some but withheld the three, for 
which the government moved to compel 
production. The government later con- 
ceded two were protected as work prod- 
uct: a memo prepared by a Dow account- 
ant and in-house attorney and a tax opin- 
ion prepared by Dows outside counsel. 
Both were disclosed to Deloitte in its 
financial audit of Dow, to allow Deloitte 
to review the adequacy of contingent 
reserves for the disputed Chemtech trans- 
actions. The third, the subject of the cir- 
cuit court’ remand, was a Deloitte memo 
summarizing a meeting between its 
employees and Dow employees and out- 
side counsel about the financial audit and 
the company’s accounting for possible tax 
litigation. 

On appeal, the government claimed 
that Dow waived protection by disclosing 
the documents to Deloitte and that the 
Deloitte document wasn’t protected 
because it was prepared as part of a finan- 
cial audit rather than in anticipation of lit- 
igation, as required under the work prod- 
uct doctrine. 

The D.C. Circuit said the Deloitte 
memo might contain material prepared in 
anticipation of litigation that would quali- 
fy for the work product privilege. Notably, 
the court rejected the governments 
reliance upon the First Circuit’s holding in 
US. v. Textron (577 E3d 21 (2009)) for its 
argument that a document prepared as 
part of an independent financial audit is 
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categorically not prepared in anticipation 
of litigation and therefore not entitled to 
work product protection. The D.C. Circuit 
noted that the First Circuit had applied 
the “because of” test in analyzing the doc- 
uments in question, under which the 
“material generated in anticipation of liti- 
gation may also be used for ordinary busi- 
ness purposes without losing its protected 
status.” While the First Circuit in Textron 
denied protection to a document that was 
likewise prepared pursuant to a financial 
audit, it did so after examining the docu- 
ment and concluding it was not prepared 
because of anticipated litigation. The 
“because of” test is used by the majority of 
circuits. (The Fifth Circuit asks whether 
anticipated litigation is the “primary moti- 
vating purpose” for a document’ cre- 
ation.) 

The D.C. Circuit also rejected the IRS’ 
argument that Deloitte was a potential 
adversary to Dow or a conduit to other 
adversaries and that disclosure of its doc- 
uments to Deloitte thus waived work 
product protection. Deloitte could not be 
considered a potential adversary, since 
even a threat of litigation between an audi- 
tor and client would be grounds for the 
auditor's withdrawal, the court said, citing 
the AICPA Code of Professional Conduct. 
Nor could it be considered a conduit to 
adversaries, since, as the district court 
concluded, all evidence was consistent 
with an expectation by Dow that Deloitte 


would keep Dows information confiden- - 


tial. Moreover, the court said, such a waiv- 
er has usually been asserted with respect 
to the attorney-client privilege, which 
focuses on confidentiality of communica- 
tions between parties. The work product 
privilege, on the other hand, serves a dif- 
ferent purpose of maintaining a fair adver- 
sarial legal process, it said. 

@ USS. v. Deloitte, docket no. 09-5171 
(D.C. Cir. 6/29/2010) 


By Tax Matters editor Paul Bonner. 
Tax Matters editor Paul Bonner can be 


reached at pbonner@aicpa.org or 919-402- 
4434. 
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Line Items 


IRS PROPOSES PTIN FEES 

The IRS proposed (REG-139343-08, 
issued July 23, 2010) to begin charging all 
authorized tax preparers a $50 user fee to 
obtain or renew annually a preparer tax 
identification number (PTIN). The fee would 
be on top of a fee charged by a third-party 
vendor that will administer the application 
and renewal process. On Aug. 19, the IRS 
said (IR-2010-91) the additional fee will 
be $14.25. 

The vendor, Accenture National Security 
Services, will administer the PTIN applica- 
tion and renewal process and maintain a 
Web-based database that individuals will 
use to apply for and renew PTINs. 

The proposed regulations were part of 
the IRS’ push to establish a comprehensive 
regulatory regime applicable to all paid pre- 
parers by the beginning of next tax filing 
season. For taxpayers who are not CPAs, 
attorneys or enrolled agents, the require- 
ments will include testing and continuing 
education. For the IRS’ plan, see 
Publication 4832, Return Preparer Review, 
at irsgov. Both signing and nonsigning 
preparers will be required to use a PTIN, 
which will be issued only to CPAs, attor- 
neys, enrolled agents and preparers who 
qualify under the new category of regis- 
tered return preparers. 

The AICPA's advocacy team and mem- 
ber-based committees have held numerous 
meetings and filed extensive comments 
with the IRS and are in the process of 
reviewing the proposed regulations. 

Current law and regulations require only 
that paid preparers signing a tax return 
include an identifying number, which may 
be either a PTIN or a Social Security num- 
ber. Currently, PTINs are obtained directly 
from the IRS without any fee and may be 
used indefinitely without renewal. 


TIGTA: ACCURACY-RELATED 
PENALTIES NEGLECTED 
Accuracy-related penalties as part of IRS 
correspondence tax audits could increase 
after the Treasury Inspector General for Tax 


Administration found that examiners sel- 
dom assessed penalties they could have or 
documented that they considered doing so 
(audit report 2010-30-059, June 4, 2010). 

In 92% of the correspondence audits 
TIGTA sampled, examiners did not follow 
IRS policies and procedures indicating they 
should have at least considered assessing 
an accuracy-related penalty. TIGTA esti- 
mated that the government thus may have 
failed to assess an estimated $3.5 million in 
penalties and interest from the 1,851 tax- 
payers included in the review sample. 

The section 6662 accuracy-related 
penalty may be assessed when a taxpayer's 
negligence or disregard of rules or regula- 
tions results in a tax deficiency, or when the 
underpayment is substantial. The penalty 
amount is 20% of the understatement. 

In response, the IRS said it would train 
examiners in imposing the penalty and 
emphasize it in managerial reviews. 


LAST CHANCE FOR SMALL 
CHARITIES 

The IRS has offered relief to small nonprof- 
it organizations facing revocation of their 
tax-exempt status because they had not 
filed required information returns for the 
past three years. 

Affected organizations must act by Oct. 
15, 2010, to take advantage of the one-time 
offer to file required information or past-due 
returns, the IRS announced July 26, 2010 
(IR-2010-87). The smallest organizations, 
which must file Form 990-N, Electronic 
Notice (“e-Postcard”), may simply go to the 
IRS website (tinyurl.com/352coqa) and fill 
in the eight current items of basic informa- 
tion required (including a certification that 
their annual gross receipts are normally 
$25,000 or less and they are thus eligible to 
file by e-Postcard) and submit it electroni- 
cally without penalty. Organizations eligible 
to file Form 990-EZ must do so for the past 
three years and pay a compliance fee on 
a sliding scale based on 2009 gross 
receipts. (For eligibility thresholds, which 
changed each year from 2007 to 2010, see 
tinyurl.com/43s3kf,) Relief is not available 
for larger organizations required to file the 
full Form 990 or for private foundations. 
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FROM THE TAX ADVISER 





TRANSFER PRICING METHODS 


Advance Pricing 
Agreements for SMEs 


n today’s global economy, small and medium-size enterprises 

(SMEs) compete not only to make sales but to employ labor, 

consume raw materials, and obtain low-cost capital. SMEs 

now comprise some 97% of all U.S. exporters and produce 
almost one-third of all goods and services ex- 
ported. But whenever companies cross borders 
and deal with controlled affiliates, tax collec- 
tors follow. And foremost among tax collectors’ 
concerns is the matter of intercompany pric- 
ing—that is, assuring that prices charged 
among related corporations are determined at 
arm’s length. 

Arms-length pricing (ALP) of transactions 
between controlled affiliates is a statutory pre- 
requisite for proper tax compliance in the United 
States. A failure to comply can result in a penal- 
ty of 20% or even 40% of the tax in the United 
States (IRC 8 6662). Advance pricing agree- 
ments with the IRS can help businesses that have 
transactions with controlled affiliates to minimize their exposure to 
intercompany pricing adjustments on audit and avoid penalties. 


ADVANCE PRICING AGREEMENTS 

An advance pricing agreement (APA) is an agreement between a 
taxpayer and the IRS to determine the best transfer pricing 
method to use for controlled transactions (under IRC § 482). 
Generally the agreement describes the controlled transaction, the 
APA term, assumptions, records that must be maintained, and 
reporting responsibilities. But APAs can also provide “a process 
whereby the Service and taxpayers may resolve other issues aris- 
ing under certain income tax treaties, the Code or the ... 
Regulations, for which transfer pricing principles may be rele- 
vant” (Revenue Procedure 2008-31). Thus, according to the IRS, 
the APA process can help resolve whether income is effectively 
connected to a U.S. trade or business and determine amounts of 
income derived from sources partly within and partly outside the 
United States (Revenue Procedure 2008-31). These additional 
aspects of APAs can be particularly helpful when a company is 
considering moving operations overseas, participating in a joint 
venture, or considering check-the-box plans. 





THE APA PROCESS 

The IRS recently reported that nearly 10% of its active APA cases 
involved small businesses with annual gross income under $200 
million (Announcement 2010-21). The average time from appli- 
cation to completion is two and a half years; for 
SMEs, the Treasury Department attempts to 
accelerate the process as much as possible, 
although often with only limited success. 

The APA process for SMEs can be demand- 
ing, but it provides substantial assurance that 
the IRS will respect the transfer pricing used by 
the SME and, when made as a bilateral or mul- 
tilateral APA, by U.S. tax treaty partners. Even 
if they do not formally submit an application 
to the IRS for an APA, SMEs dealing in a glob- 
al economy should go through the application 
process to assure compliance with U.S. and 
foreign laws and to limit their potential tax 
exposure. 

For a detailed discussion of the issues in this area, see “Small and ° 
Medium Enterprises Should Consider Making Advance Pricing 
Agreements,” by James G. Collins, in the October 2010 issue of The 
Tax Adviser. 

—Alistair M. Nevius, editor-in-chief 
The Tax Adviser 


Also look for articles on the following subjects in the October 
2010 issue of The Tax Adviser: 

m A discussion of return preparer due diligence. 

i A report on recent S corporation developments. 

@ An update on estate, gift and trust tax issues. 


The Tax Adviser is the AICPAS monthly jour of tax planning e 
trends and techniques. AICPA members can subscribe to The Tax — 
Adviser for a discounted price of $85 per year. Tax Section mem- 
bers can subscribe for a discounted price of $30. per year. Call 
800-513-3037 or e-mail taxsection@aicpa.org fora subscription 

to the magazine or to become a member of the Tax Section. 
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Technology Q&A 


by Stanley Zarowin 


CREATE YOUR OWN EMERGENCY 
SYSTEM REPAIR DISK 
I just bought a new computer loaded with Win- 
dows 7, and there was no backup disk in the box. 
When I checked the store where I bought it, I was 
told that operating system and system recovery 
CDs are no longer supplied with new PCs and I should make 
my own system recovery disk. However, no one in the store 
could tell me how to do it. Can you help? 
The store’s explanation is only partially correct. It’s true that 
fewer new PCs are being shipped with such backup disks, 
and that’s a shame because in my view it’s an unwise economy 
of just a few cents. However, some manufacturers will send you 
a disk for a small fee. 

System recovery disks are critical tools. In the event your 
computer won't boot up, all you need to do is load the disk and, 
unless you have a really bad problem, the startup will proceed 
smoothly. 

Now, to your question about creating a disk. Windows 7 
makes it very easy to burn your own system recovery disk, or, 
as it’s now called, the system repair disk. But if you're still run- 
ning XP and you've misplaced its emergency disk, creating one 
is a bit more complicated. For step-by-step instructions, go to 
support.microsoft.com/kb/299526. 


ace eee) ase 





Here are the steps for creating a disk for Windows 7: Slip a 
blank recordable CD or DVD into the CD drive and click Start. 
Then type repair, select Create disc (see screenshot above) and 


follow the instructions on the screen. 

The new disk will also include several recovery and diagnos- 
tic tools, including a feature for creating a System Restore point 
that can revert your PC to an earlier condition when it worked 
correctly. 

Although System Restore is supposed to create a new restore 
point every time your PC undergoes a major change (a new pro- 
gram, driver, etc., is added, removed or updated), there is 
always a chance that your operating system will not consider 
the change significant enough and will fail to trigger a restore 
point, which is why I create one manually whenever such a 
change occurs. 

For directions on how to create a System Restore shortcut, 
see “Create a Shortcut for Easy Access to System Restore,” Dec. 
2008, page 103. 


A WEBSITE LOADED WITH FREE BUSINESS 
TEMPLATES 

When you have a few minutes to spare, surf over to Microsoft's 
Office at Work website. You may find that investing just a few 
minutes there may save you many hours in the future. The site 
is loaded with business templates (from analysis worksheets 
to Excel expense reports), software tips and budget designs, 


all of which are free to download. The website is tinyurl.com/ 
dhghvu. 


SHORTCUT 

In Word or Excel, if you use Find (Ctrl+F) to conduct a search 
in a very large file, you can save time by first highlighting the 
part of the worksheet or document you want to search. Then 
press Ctrl+EF In that way, Find will not waste time searching the 
entire file. * 


Stanley Zarowin is a contributing editor to the JofA. His e-mail address is 
stanley.joatech@gmail.com. 
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Inside AICPA 


Authors receive JofA Lawler Award for best article...JofA wins Tabbie Awards... 
New AICPA scholarship honors longtime PFP conference chair...Williamson receives Best Early 
Career Researcher Award...AICPA establishes strategic partnership to help encourage Native 
Americans in CPA profession...CAQ names second professional practice fellow... Where to Turn 


ETHICS STORY WINS BEST ARTICLE 
AWARD 

artin A. Leibowitz and Alan Reinstein received the 
MV JofA’s Lawler Award for the best article of 2009. Their 

article, “Help for Solving CPAs’ Ethical Dilemmas” 
(April 2009, page 30), discussed the AICPA’ guide to help 
CPAs comply with rules 102-505 of its Code of Professional 
Conduct. Leibowitz is a faculty member of the Sy Syms School 
of Business at Yeshiva University in New York City, and Rein- 
stein is the George R. Husband Professor of Accounting at 
Wayne State University in Detroit. 





Martin A. Leibowitz (left), Heather Collins and Alan Reinstein 


The award is named for John L. Lawler, a former JofA editor 
and AICPA senior vice president. Winners are chosen annually 
by the JofA’s board of editorial advisers. 

For a full list of past winners, visit journalofaccountancy.com/ 
Issues/2010/Oct/Lawler.htm. 

Submit your own article to the JofA. To learn more about 
opportunities to be published by the JofA, visit journalof 
accountancy.com/ContactUs/AuthorGuidelines.him or con- 
tact Amelia Rasmus at arasmus@aicpa.org or 919-402-4449. 





JofA WEBSITE AND ARTICLES WIN 
BUSINESS PUBLICATION AWARDS 
he JofA’s website, journalofaccountancy.com, won the 
‘Tat award for Best B2B Website in the 2010 Tabbie 
Awards competition, presented by Trade, Association 
and Business Publications International (TABPI). 

Two JofA articles were also honored in the How-To and 
Technical article categories. 

The awards, which recognize excellence in editorial content 
and design, are open to English-language business-to-business 
publications in more than 40 countries. 

Launched in November 2008, journalofaccountancy.com 
provides access to more than 13 years of JofA archives, in addi- 
tion to daily, staff-written news, Web-exclusive feature articles 
and a library of short, practical videos. 

The article “Windows 7: Is It Right for You?” (Noy. 2009, 
page 32), by Susan E. Bradley, received the bronze award in 
the Technical article category. It describes the enhancements 
and functional improvements of Microsoft's latest operating 
system and lays out a Windows 7 upgrade evaluation plan for 
CPA firms. The article “Keeping It Together: Plan the Transi- 
tion to Retain Staff and Clients,” by Joel Sinkin and Terrence 
Putney (April 2009, page 24) received an honorable mention 
in the How-To category. The article outlined how to retain 
clients and staff after a merger or acquisition. 

TABPI is a global organization for trade, association and 
business publication editors. This year’s Tabbie Awards hon- 
ored publications in 20 editorial and design categories and 
drew nearly 500 entries from around the world. 


AICPA ESTABLISHES PFP CONFERENCE 
SCHOLARSHIP 

he Institute has established the P Thomas Austin Per- 
Te: Financial Planning Division Scholarship in honor 

of the CPA who has chaired the Advanced Estate Plan- 
ning Conference for three decades. 

The scholarship will cover the registration fee and travel 

expenses of a young CPA to attend the conference each year 
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beginning in 2011 and will go to a CPA who has five to 15 
years of accounting experience, practices estate planning or is 
a member of estate planning organizations, and is an AICPA 
member. 

The Institute will announce the full criteria for the scholar- 
ship and will start accepting applications this month. 

Austin, 83, specializes in estate and personal financial plan- 
ning and is a consultant to CPA firms, law firms and other 
professional organizations. He worked for Ernst & Young for 
38 years prior to establishing his consultancy practice. 


PERFORMANCE EVALUATION RESEARCH 
HELPS EARN BEST EARLY CAREER 
RESEARCHER AWARD 
ichael G. Williamson, Ph.D., assistant professor of ac- 
MI counting at the McCombs School of Business at the 
University of Texas—Austin, received the AICPAS Best 
Early Career Researcher Award. 

The $2,000 grant is awarded to the researcher with the best 
overall body of research in management accounting. The 
award is co-sponsored by the Chartered Institute of Manage- 
ment Accountants in the United Kingdom and the Society of 
Management Accountants and is granted in collaboration with 
the Management Accounting Section of the American Ac- 
counting Association (AAA). 





Michael G. Williamson and Heather Collins 


Eligible research must have been completed within the first 
five years of joining a faculty. Williamson's winning research 
investigates the role that performance evaluation and reward 
systems play in promoting creativity, productivity and risk tak- 
ing in the workplace. His research results have appeared in 
many professional publications, including Journal of Accounting 
Research; The Accounting Review; Accounting, Organizations and 
Society; and Contemporary Accounting Research. 

The award was presented at the AAAS annual meeting in 
San Francisco by Heather Collins, AICPA director—Academic 
and Career Awareness. 


INSIDE AICPA 


AICPA AND NAFOA DEVELOP STRATEGIC 
PARTNERSHIP 
he AICPA and the Native American Financial Officers 
“Tacit (NAFOA) have established a Strategic Part- 
nership Alliance to enhance both organizations’ efforts to 
inform and encourage ethnic diversity within the accounting 
profession. 

NAFOA is a national nonprofit organization whose mission 
is to improve the quality of financial and business manage- 
ment of tribal governments, their entities and their businesses. 
Based in Phoenix, NAFOA advocates for tribes on issues affect- 
ing sovereignty and supports the development of Native 
American financial professionals. 

As part of this partnership, the Institute will also reach out 
to state CPA societies with Native American populations to as- 
sist with collaboration at the grass-roots level to help ensure 
Native Americans are included in diversity programs. 


PATTI NAMED CAQ’S SENIOR DIRECTOR 

OF PROFESSIONAL PRACTICE, POLICY & 
RESEARCH 

Allison M. Patti joined the Center for Audit Quality for a one- 

year fellowship as senior director of Professional Practice, Poli- 
cy & Research. 

A partner at Deloitte LLP and a former professional ac- 
counting fellow in the SEC's Office of the Chief Accountant, 
Patti will help guide the CAQ’s member services, professional 
practice and public policy activities. 

She is the second participant in the CAQ’s professional 
practice fellowship program, 
which is conducted in collab- 
oration with the CAQ’s mem- 
ber firms. She succeeds the 
inaugural CAQ fellow, Josh K. 
Jones of Ernst & Young LLP, 
who assisted her during her 
transition. 

During her appointment in 
the Office of the Chief Ac- 
countant, Patti focused on in- 
ternational financial reporting, 
including the use of IFRS in 
U.S. markets, and internation- 
al auditing considerations. 
Prior to joining the SEC, she spent 10 years at Deloitte, most 
recently serving as a technical consultant to engagement teams 
and clients in complex accounting and financial reporting 
matters. 

Based in Washington, the CAQ is an autonomous public 
policy organization affiliated with the AICPA and dedicated to 
enhancing investor confidence and public trust in the global 
capital markets. 





Allison M. Patti 
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WHERE TO TURN 


Member Service Center 
1-888-777-7077 
@ Option #1 Orders/CPE/Conference Inquiries 
@ Option #2 AICPA Membership Inquiries Including Dues 
@ Option #3 Webcast/AICPA.org Web Site/CPA2Biz Including 
Log In & Access Inquiries 
@ Option #4 AICPA Credentials or Membership Sections 
Inquiries 
@ Option #5 Professional Ethics/Library Services 
Monday-Friday 8 am—6 p.m. ET 
220 Leigh Farm Road - Durham, NC 27707 
Fax. 1-800-362-5066 ° service@aiopa.org ¢ www.aicpa.org 





Audit & Accounting Technical Information Hotline 


1-877-242-7212 


Monday-Friday 9 a.m.—8 p.m. ET 


AICPALOSS =. 919-402-4440 
CPA Accessory Collection (Big Game Outfitters) .......... 212-596-6037 
CPA O80 ............. Dr 212-596-6110 
Third-patty logo requests............................. 212-596-6107 
AICPA Foundation... 1... Ce 919-402-4534 
AICPA Political Action Committee (AICPA PAC).......... 202-434-9276 
Academic & Career Development 
Student Recruitment Programs and Products.......... 919-402-4036 
Recruiting Materials for the Profession............... 919-402-4036 
CCPEO 8 888-777-7077 
Accounting and Auditing Publications .................. 919-402-4811 
Accounting Standards (www.peft.org) .................. 212-596-6167 
Advertising—Classified (Journal of Accountancy, The Tax Adviser, 
CPA Caer Conte). 800-237-0551 


Advertising—Display (Journal of Accountancy, The Tax Adviser) . 800-873-1677 
Antifraud & Corporate Responsibility 


Resource Center, wanna ona! antifraud 
Audit & Accounting Technical Information Hotline........ 877-242-7212 
Monday-Friday 9 a.m.—8 p.m. ET ; 
Audit Committee Effectiveness Center........... es ACMS@aicpa.org 
Audit Quality Centers: 
Center for Audit Quality (www. thecag.org) So. 888-817-3277 
Employee Benefit Plan (www.aicpa.org/ebpaqc)...... 202-434-9253 
Governmental (www.aicpa, ora/: gaqe) oe ee. 202-434-9259 
Auditing Standards... - 212-596-6032 
Benevolent und. =. 866-527-2228 
Business, Industry @ Government Member Inquiries....... 919-402-4816 
oo fmcenter@aicpa.org 
Committee Appoinunents ..................... 212-596-6097 
(volunteerservices@aicpa.org and http:/, /volunteers.aicpa. org) 
Committee Reimbursements.............. oo. asingletary@aicpa.org 
Communications ...... 9... 6-23... 212-596-6117 
Competency Self-Assessment Tool...... 5 www.cpa2biz.com/CAT 
Compilation and Review Engagements.................. 212-596-6250 
Copyright Permissions (www.copyrightcom) ........... 978-750-8400 
CPA Client Bulletin, CPA Client Tax Letter ................. 919-402-4060 
CPA Letter Daily (editorial) (www.aicpa. org) 2G oo, 212-596-6112 
CPE (www.cpa2biz.com/cpe)............... 00005. .. 888-777-1077 
AICPA Learning Center ........ 2... www.cpa2biz.com/learning 
Credentials and Technical Member Sections .............. 888-777-7077 
Accredited in Business Valuation credential............. abv@aicpa.org 
Forensic & Valuation Services............., 2... fys@aicpa.org 
Certified in Financial Forensics credential............... cff@aicpa.org 
Certified Information Technology Professional credential . citp@aicpa.org 
Information Technology Services ................. infotech@aicpa.org 
Personal Financial Planning Services.................. plp@aicpa.org 
Personal Financial Specialist credential................. pfs@aicpa.org 
Economic Crisis and Recovery Center......... wawlopeorg/ecanor: 
Examinations (Uniform CPA Exam) ............... www.cpa-exam.org 
Federal Legislation (nontax congressional matters) ........ 202-434-9206 
Federal Regulatory Matters (non-tax-related) ............. 202-434-9253 
Financial Literacy Campaign........... www.aicpa.org/financialliteracy 
(financialliteracy@aicpa.org) 
General Counsel (rmiller@aicpa.org)............ ee, 212-596-6245 
Intemational Relations: 32 212-596-6048 
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AICPA Contact Information (continued) 
International Financial Reporting Standards (www.ifrs.com). . 877-242-7212 


Joint Trial Board (ckane@aicpa.org)............---.00-5- 212-596-6101 
Journal of Accountancy (editorial) ................-..+5. 919-402-4449 
(www.journalofaccountancy.com) . 
Library (University of Mississippi)...........-....-+.-+. 866-806-2133 
(www.olemiss.edu/depts/general_library/aicpa) 
Media Relauons .........0....2.. 2.2.01... 2. 212-596-6119 
Minomty Inigatives. ss. _. 919-402 4931 
PCPS—member section for local, apna fims .. - 800-CPA-FIRM 
(Small firm issues)....... Lo Le. 212-596-6039 
Peer Review... 919-402-4502 
Practicing CPA, Ihe (editorial)... -. 919-402-4854 
Professional Ethics, Ethics Hotline................--..-- 888-777-7077 
Behavioral or Independence Issues .................- 888-777-7077 
Technical Standard Issues ......... — 919-402-4921 
Specialized Publications... . . 919-402-4854 
State Legisianon >. ee 202-434-9201 
Tax Adviser, The (editorial)............ J. 919-402-4888 
Jax Section Member Services... 800-513-3037 
Work/Life and Women’s Initiatives............. Zo. 919-402-4931 
Trusted Business Advisor Solutions 
(available through CPA2Biz) 
Accounting and Financial Management DD 
Applications (Intacct) ........ www.cpa2biz.com/intacct 
CPA Firm Advertising Program (Google) ...... www.cpa2biz.com/googie 
CPA2Biz Email Solutions (Powered by Apptix) .  olaemens arcs 
Firm-Wide Workflow Automation (XCM Solutions) oo Lo 
ri www.cpa2biz.com/workflow 
Paperless Bill Management... (Billcom) ....... ... .Www.cpa2biz.com/bill 
Paperless Tax Workflow Solution 
(Copanion GruntWorx) ............. _www.cpa2biz.com/gruntworx 
Payroll, HR and Employee Benefits 
(Paychex) (www.cpa2biz.com/PaychexProgram) eo . 877-264-2615 
Secure Online Audit Confirmations 
(Confirmation.com) ..............; www.cpa2biz.com/confirmations 


Wiouiabile ee 866-922-4272 
Catastrophe Major Medical ...... 8 oS. 888-294-0028 
Commercial Fropey & ey oo 866-283-7127 © 
Dissbilily oo _.... 800-223-7473 
Employment Practices Lay oo -800-221-3023 
Group LifeforFimms 1... oo. . 800-223-7473 
Group Variable Universal te Oe 800-223-7473 
Home -_ 866-922-4272 
Life (Member/Spouse) i 800-223-7473 
Long-Term Care... 2... 2... ee 800-223-7473. 
Medicare Supplement Plan .......... oe . 800-247-1771 
Personal Liability Umbrella .................. 8 800-223-7473 
Professional Liability, CPA EmployerGard............. 800-221-3023 
AICPA Certificate Frames (Church Hill Classics) ........ -, 800-477-9005 
Appliances (Whirlpool) ................. _Www.cpa2biz.com/whirlpool 
Audio & Web Conferencing (InterCall) .......... -..... 800-636-2377 
Business Formation Services (BizFilings) ................. 800-981-7183 
Cat Rental Gertz, CDP #12353)... 800-654-2200 
Computers(HP). = ti i 800-888-8299 
(Dell) (Member ID CS1470722) oo oe ...... 800-695-8133 _ 
(Lenovo). . - 800-426-7235, ext. 3371 
Copiers (Xerox Corporation) (#0706109) ..... . 800-275-9376, ext. 272 
Copy and Printing (FedEx Office)........ www. cpa2biz.com/fedexoffice 
Credit Card Processing (Chase Paymentech)............ . 888-213-8445 
Firm-Based Retirement Program (Paychex) ............... 877-264-2615 
Home Mortgages and Equity Loans (Wells Fargo) ......... .800-272-1210 
Hotels (Starwood Hotels & Resorts Worldwide) ...... ek. 888-625-4988 © 
IFRS Training Courses nars.com/en/aicpa.html (code AICPA10) 
Logo Apparel (Lands’ End Business Outfitters) ............ 800-864-2899 
Office Supplies (Office Depot) ...... ... WWww.cpa2biz.com/officedepot 
Professional Placement (Robert Half) ............ 888-744-0012 _ 
Shipping Services (FedEx) ...... oo oo .....-800-MEMBERS — 
Telecommunications (AT&T) ................ .. Www.cpaabiz.com/att 
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DRAFTS OUTSTANDING 


(This list was compiled as of Aug. 20, 2010. More current information may be available from the respective standard setter. 
Note: The policy for updating the list of exposure drafts and working drafts is that a document should remain on the list until a final document has 
been issued or the project has been dropped. However, no comments will be received after the comments deadline has expired. 
The list is not all-inclusive but is intended to present the exposure drafts and working drafts of particular interest to professional accountants.) 


Issue 


Date Title or Description 


EXPOSURE DRAFTS 


FASB 
8/18/10 Proposed ASU, Plan Accounting—Defined Contribution 
Pension Plans (Topic 962): Reporting Loans to 
Participants by Defined Contribution Pension Plans 


(a consensus of the FASB Emerging Issues Task Force) 





8/17/10 Proposed ASU, Leases (Topic 840) 


Comment 


Deadline 


9/7/10 


12/15/10 





7/2010 Proposed ASU, Contingencies (Topic 450): Disclosure 


of Certain Loss Contingencies 


8/20/10 








6/29/10 Proposed ASU, Fair Value Measurements and Disclosures 
(Topic 820): Amendments for Common Fair Value 
Measurements and Disclosure Requirements in 

U.S. GAAP and IFRSs 

6/24/10 Proposed ASU, Revenue Recognition (Topic 605): 
Revenue from Contracts with Customers 


9/7/10 


10/22/10 





5/26/10 Proposed ASU, Accounting for Financial Instruments 
and Revisions to the Accounting for Derivative 
Instruments and Hedging Activities: Financial Instruments 


(Topic 825) and Derivatives and Hedging (Topic 815) 


9/30/10 





5/26/10 Proposed ASU, Comprehensive Income (Topic 220): 


Statement of Comprehensive Income 


9/30/10 





4/16/10 Proposed Accounting Standards Update, Health Care 
Entities (Topic 954): Measuring Charity Care for 
Disclosures (a consensus of the FASB Emerging 


Issues Task Force) 





4/16/10 Proposed Accounting Standards Update, Health Care 
Entities (Topic 954): Presentation of Insurance Claims 
and Raed Insurance Recoveries (a consensus of the 
FASB Emerging Issues Task Force) 

3/11/10 Proposed Statement of Financial Accounting Concepts, 
Conceptual Framework for Financial Reporting: 

The Reporting Entity 

12/17/09 Proposed Accounting Standards Update, Financial 
Services—Insurance (Topic 944): Accounting for Costs 
Associated with Acquiring or Renewing Insurance 
Contracts (a consensus of the FASB Emerging Issues 
Task Force) 


10/9/08 
8/7/08 


Going Concern 





Earnings per Share—an amendment of FASB Statement 
No. 12 (Revision of Exposure Draft Issued 
September 30, 2005) 


S17/10 


5/17/10 


7/16/10 


2/12/10 


12/8/08 
12/5/08 





6/6/08 Accounting for Hedging Activities (an amendment of 


FASB Statement No. 133) 


8/15/08 





5/29/08 Conceptual Framework for Financial oe 
The Onjscive of Financial Reporting and Qualitative 
Characteristics and Constraints of Decision-Useful 


Financial Reporting Information 


9/29/08 





ARSC (AICPA) : 

7/8/10 Proposed Statement on Standards for Accounting and 
Review Services, The Applicability of Statements on 
Standards for Accounting and Review Services 


10/8/10 





6/3/10 Proposed Statement on Standards for Attestation 


Engagements, Reporting on Compiled Prospective 
Financial Statements When the Practitioners 
Independence Is Impaired 


9/10/10 





ASB (AICPA) | 

7/9/10 Proposed Statement on Auditing Standards, Letters for 
Underwriters and Certain Other Requesting Parties 
(Redrafted) 


New additions appear in bold, blue type. 


9/30/10 


Issue 
Date 


7/8/10 


7/8/10 


6/1/10 


Comment 
Deadline 


10/8/10 


Title or Description 


Proposed Statement on Auditing Standards, Revised 
Applicability of Statement on Auditing Standards 
o. 116, Interim Financial Information 





Proposed Statement on eo. Interim 10/8/10 
e 


Financial Information (Redraft 

Proposed Statement on Auditing Standards, Filings 8/2/10 
With the U.S. Securities and Exchange Commission 

Under the Securities Act of 1933 





2/19/10 





Proposed Statement on Auditing Standards, Consistency of 5/19/10 


Financial Statements 





2/5/10 


12/21/09 


12/21/09 


12/21/09 


12/10/09 


12/10/09 


10/15/09 


9/30/09 


Proposed Statement on Auditing Standards, Consideration 5/31/10 


of Omitted Procedures After the Report Release Date 
Proposed Statement on Auditing Standards, Audit 4/30/10 
Evidence—Specific Considerations for Selected Items 
Proposed Statement on Auditing Standards, Using the 4/30/10 
Work of an Auditor’ Specialist 

Proposed Statement on Auditing Standards, 4/30/10 
Communicating Internal Control Related Matters 

Identified in an Audit (Redrafted) 





Proposed Statement on Auditing Standards, Reports on S/17/10 
Application of Requirements of an Applicable Financial 
Reporting Framework 

Proposed Statement on Auditing Standards, Analytical 5/3/10 
Procedures (Redrafted) 

Proposed Statements on Auditing Standards, Terms of 1/15/10 
Engagement, and Written Representations 





Proposed Statements on Auditing Standards, Forming 12/31/09 
an Opinion and Reporting on Financial Statements, 

Modifications to the Opinion in the Independent Auditors 

Report, and pope of Matter Paragraphs and Other 


Matter Paragraphs in the Independent Auditors Report 





9/30/09 


9/30/09 


9/30/09 


Proposed Statement on Auditing Standards, Reporting 121/09 
on Compliance With Aspects of Contractual Agreements 
or Regulatory Requirements in Connection With 


Audited Financial Statements (Redrafted) 





Proposed Statements on Auditing Standards, Special 1231/09 
Considerations—Audits of Financial Statements Prepared 
in Accordance With Special Purpose Frameworks, and 
Special Considerations—Audits of Single Financial 
Statements and Specific Elements, Accounts, or Items 

of a Financial Statement 

Proposed Statement on Auditing Standards, Engagements 1231/09 
to Report on Summary Financial Statements 





9/30/09 


9/4/09 





Proposed Statement on Auditing Standards, Reporting 12/31/09 
on Financial Statements Prepared in Accordance With a 
Financial Reporting Framework Generally Accepted in 
Another Country 

Proposed Statement on Auditing Standards, Audits of 12/15/09 
Group Financial Statements (Including the Work of 

Component Auditors) 





9/4/09 


Proposed Statement on Auditing Standards, Auditing 1130/09 
Accounting Estimates, Including Fair Value Accounting 


Estimates and Related Disclosures (Redrafted) 





6/1/09 





Proposed Statement on Quality Control Standards, 8/31/09 


A Firm’s System of Quality Control (Redrafted) 
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DRAFTS OUTSTANDING 





























Issue Comment | Issue Comment 
Date Title or Description Deadline | Date Title or Description Deadline 
6/1/09 Proposed Statement on Auditing Standards, Quality 8/31/09 | 4/28/10 Proposed International Standard on Assurance 9/30/10 
Control for an Audit of Financial Statements Engagements (ISAE) 3420, Assurance Reports on the 
San CoUa TSO PaaS TT Tan USTU oETT Process to Compile Pro Forma Financial Information 
2/23/09 Proposed Statement on Auditing Standards, Audit 5/29/09 Included in a Prospectus 
Sampling (Redrafted 
PIs Ee Ge Mua ealls, O atasiie Biles LT ade eee) 4/23/10 Proposed International Public Sector Accounting 6/30/10 
2/9/09 Proposed Statement on Auditing Standards, Initial Audit 5/29/09 Standard, Improvements to IPSASs 
See eee ee 2/19/10 Proposed International Public Sector Accounting 6/30/10 
1/28/09 Proposed Statement on Auditing Standards, 5/29/09 Standard, Service Concession Arrangements: Grantor 
Consideration of Fraud in a Financial Statement 
Audit (Redrafted) FASAB 
5/4/10 Definitional Changes Related to Deferred Len: 6/25/10 
d Repairs: Amending Statement of Federal Financia 
OTHER (AICPA) and Reps ere ees 
9/4/09 Omnibus Proposal of Professional Ethics Division 11/6/09 ge Pons Sean dards \G}5ceounaae Oe pens aus 
: g and Equipment 
Interpretations and Rulings 
i PCAOB 
3/13/09 Generally Accepted Privacy Principles 4/15/09 | 2/26/08 Proposed Auditing Standard—Engagement Quality 5/12/08 
5; Review and Conforming Amendment to the Board's 
11/26/08 Proposed Statements on Standards for Tax Services 5/15/09 Interim Quality Control Standards 
SEC 10/17/07 An Audit of Internal Control That Is Integrated With 12/17/07 
5/20/09 Custody of Funds or Securities of Clients by Investment 7/28/09 an Audit of Financial Statements: Guidance for 
Advisers Auditors of Smaller Public Companies 
2/3/09 Roadmap for the Potential Use of Financial Statements 4/20/09 | 5/24/07 Amendments to Limit Board Rule 4003's Fixed Periodic 7/23/07 
Prepared in Accordance With International Financial Inspection Requirement to Firms That Regularly Issue 
Reporting Standards by U.S. Issuers Audit Reports 
GASB 4/3/07 Proposed Auditing Standard—Eyvaluating Consistency 5/18/07 
6/17/10 Accounting and Financial Reporting for Service 8/17/10 of Financial Statements and Proposed Amendments to 
Concession Arrangements (revised Exposure Draft) Interim Auditing Standards 
6/16/10 Pension Accounting and Financial Reporting by Employers 9/17/10 12/19/06 Amendments to Board Rules Relating to Inspections 2/16/07 
3/26/10 The Financial Reporting Entity (an amendment of 6/30/10 | 2/23/06 Proposed Rules on Succeeding to the Registration Status 7/24/06 
GASB Statements No. 14 and No. 34) of a Predecessor Firm 
1/29/10 Codification of Accounting and Financial Reporting 7/31/10 Sze) Pores es ee Reporting by Registered 124106 
Guidance Contained in Pre-November 30, 1989 FASB 8 
and’ AICPA; Pronouricements 10/26/04 Proposed Rule on Procedures Relating to Subpoena 11/29/04 
IFAC Requests in Disciplinary Proceedings 
TA5/10 ISA 315 (Revised), Identifying and Assessing the Risks 11/15/10 
of Material Misstatement through Understanding the NONAUTHORITATIVE WORKING DRAFTS 
Entity and Its Environment 
and ) FinREC (AICPA) 
ISA 610 (Revised), Using the Work of Internal Auditors 10/9/09 Audit and Accounting Guide, Entities With Oil 12/11/09 
RANUPPRAE GIT Te ca ERLISTE Ts Ts and Gas Producing Activities 
5/17/10 _ Professional Accountants in Business Strategy and Work TAMPONS RN ERS re 
Plan for 2010-2012 9/10/08 Audit and Accounting Guide, Gaming 12/9/08 
















INFORMATION 


The initials stand for the following organizations. Exposure drafts are available online at the Web addresses 
below or copies may be obtained at the address in parentheses (unless otherwise indicated). 





Financial Accounting Standards Board (Order Department, Financial Accountants, 545 Fifth Avenue, 14th Floor, New York, NY 10017); 


Accounting Standards Board, 401 Merritt 7, RO. Box 5116, Norwalk, www.ifac.org ; 
CT 06856-5116); www.fasb.org SEC-— Securities and Exchange Commission (Securities and Exchange 
GASB-—_ Governmental Accounting Standards Board (Order Department, Commission, 100 F Street, N.E., Washington, DC 20549); 
Governmental Accounting Standards Board, 401 Merritt 7, ere Rr 
PO. Box 5116, Norwalk, CT 06856-5116); www.gasb.org FASAB— Federal Accounting Standards Advisory Board (Federal Accounting 
; : 2 Standards Advisory Board, 441 G Street, N.W, Suite 6814, Washington, 
AICPA-— ' American Institute of CPAs (American Institute of Certified Public DC 20548): www.fasab.gov 


Accountants, 220 Leigh Farm Road, Durham, NC 27707-8110). AICPA 


; PCAOB— Public Company Accounting Oversight Board (Public Company — 
publishes exposure drafts and working drafts exclusively on the Web at oe ‘i : ee ae 


Accounting Oversight Board, 1666 K Street, N.W., Washington, DC 


www.aicpa.org. Print copies are not available. 20006-2803); www.peaobus.org 
IASB— __ International Accounting Standards Board (International Accounting 
Standards Board, 30 Cannon Street, London EC4M 6XH, United ayddteel eae eee TECHNICAL as oe 
anda winvlesbo e Technical Information Service answers inquiries about specific audit or 
mgdouy), "@ accounting problems. Call toll-free 877-242-7212 or e-mail query to 


IFAC— _ International Federation of Accountants (International Federation of aahotline@aicpa.org. This service is free to AICPA members. 


OAS oop wmrorreOeeKe ESSENSE 
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Positions Available 


Senior Accountants Manager: Houston, Texas. Nego- 
tiate price agreements, analyze cost variances, analyze 
business operations, trends, cost and prepare financial 
reports to determine or maintain record of assets, liabili- 
ties, profit and loss, tax liability, or other financial activi- 
ties applicable to the biofuels trading industry. Bachelor 
or foreign equivalent in related field, plus related experi- 
ence. Resume: BioUrja Trading, LLC, Two Eldridge 
Place, 757 N. Eldridge Pkwy, Ste. 620, Houston, 
TX 77079. 


Weiss ge oat LLC is a an 
Accountant for its Hartford, Connecticut 
office with experience preparing balance 
sheets, P&L statements and other financial 
reports; designing and developing recon- 
ciliation, allocation and consolidation tem- 
plates using advance Excel; analyzing 
trends, costs, revenues, financial commit- 
ments and obligations to predict future 
revenues and expenses; handling partnership 
accounting; calculating the bonus incentive 
plan; writing systems procedures for importing 
of external data into accounting system; and 
reporting company’s finances to management. 


Bachelors degree in Accounting, advanced 
Excel and Access, strong functional under- 
standing of ledger software programs such 
as MAS 90, 200 or 500, expertise in Crystal 
Reports or similar report writing technology, 
as well as computer programming skills in 
Visual Basic (VB) and Structured Query 
Language (SQL). 





Positions Wanted 


CPA, regional and local firm experience, SALT 
niche, tax, audit in industry. Seeking new opportunity. 
garvjjg@aol.com. 


~ Each month, our award- -winning member 
magazine reaches more than a half-million 
accounting and finance professionals. 
Place your ad now. 


Don't miss an issue! 
Next issue is December, closing October 25. 


For further information, contact: Trish O’Brien 
(800) 237-9851, ext. 237 
joa@russelljohns.com 
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PRODUCTS/SERVICES 
OPPORTUNITIES 
Consultants 
Ske LEE = COMPA 






Asiapac raeiree uleants LA 


ry 
Chin as lor 


+ Offices in Hong ans. 
Beijing, Shanghai, 
Shenzhen, Guangzhou 

* L/C & Trading Support, 
Banking & Financial , 
Services China & HK Tax 

x Registered Office & 

raul Pee aoe por ation peyyices 

* Invite CPA’ Fo Ou 
Client Referr 

Pease call: Mr. Al 

Tel: 852-2369 5502 Fax: 

Email: alaxchik@netvigalt Oi 

Address: s: Room 801- —2, SH ee 









Easey Commercial ‘Bui Iding, 


253-261 Hennessy es 
Wanchai , _ Hong” Kong ae 


Education 


ae Mcoena ace Cu oIS 
OU A eens 
@ Earn CPE Credit 
OM rE TRUM EDA ies 
¢ Total Tuition is less than $11,900.00 a 
Yexible Online Program Designed for 
Busy Accounting Professionals 


4) William Howard Taft 


—U niversit y— 


Learn more a 





joa @russelljohns.com 


NN reds Mead 

eT ee Leo 8 ake 

Interactive Online and Independent Study cia 
Earn CPE Credits 

Nationally Accredited 


Special Tuition Grants 
Avadiable to Licensed CPAs 


Taft Law School 


Learn more at: 


www, Ree Pies 













your fees.” 


forscaooroviir ora seaororoienspsonanensn aso 





Incorporate 





INCORPORATE IN ANY STATE 
Avoid high fees «+ $99 agent fee 
Registered Agents Legal Services, LLC 
(800) 400-6650 
www.inclegal.com 





Liability Insurance 


Professional Liability Insurance: All accounting 
services. www.CBspecialty.com, (877) 245-5887, 
License# OG78192. 


Marketing 


FREE Brochure For Accountants - “How to establish 
Go to www.mostad.com/fees or call 
Mostad & Christensen at: (B00) 654-1654. 


CLIENT NEWSLETTERS 


¢ Available in print and electronic versions 
e Personalized customization available 
Call Client’s Tax & Financial Update 
(800) 255-1615 
View Sample Issues 
www.yourclientupdate.com 


Who wants to be 
a Millionaire? 


NCT has created more million 
dollar plus practices than 
anyone EVER in our industry. 


So be it for a million dollar plus firm or 
an additional $50,000 in business, 
NCI has a proven cedietiae: plan 
to make a millionaire out of you. 


$ Guaranteed increases of $50,000 to 
$300,000, plus money-back guarantee 


$ Thousands of successful programs 
implemented nationwide 


$ Turnkey marketing programs installed 
at your location 


$ Ongoing support without ongoing fees 


for free information 
call 1-888-New Clients 


(1-888-639-2543) 


View our Millionaire video testimonials at 
www.newclientsinc.com 


New Clients, Inc. 


Powering Your Growth 
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Marketing 


Poe Watters - 


Frank Salman CPA: 
1) Started & operated 5 accounting practices. 
2) Individually assisted over 2000 CPAs 
develop their practice. 
3) Appeared in Wall Street Journal and JOA 
(April 2006 Start Your Own Practice). 


“As we just concluded our first full 


year, | am pleased to let you know 
that we achieved our goal of 
generating $200,000 in revenue 
from high-quality clients.” 


Kent, CPA, Las Vegas, Jan. 2007 
CALL TODAY FOR A FREE CONSULTATION 


ae Cpe 2491 
PNA Accountants Melee elle fcedas) 


FREE REPORT 
| SOCIAL MEDIA MARKETING 
Social media marketing for accountants 


- What is social media? 
- Importance to accountants? 
- What should I be doing? 


FREE at www.buildyourfirm.com/smjoap 
(888) 999-9800 x1 


BUILD 
YouR FIRM 





Practice Development 


FREE REPORT: “The Seven Keys to Success in 
CPA Firm Management.” Download from: www.cpa 
trendlines.com/seven-keys-research. 


Practices For Sale 


MONTANA - 100 miles from Glacier National Park. 
$390,000 gross billings.65% tax-35% compila- 
tion/review. owner transition. Reply to: dickiva@ 
valcom.net. 


AccountingBroker 


{ Acquisition Group™ 
Maximize Value When You Sell Your Firm 


“Will You Leave Money 


On The Table?” 


SOAR Maiti 


800.419.1223 


accountingbroker.com 





Advertise in 
Journal of Accountancy, 

a trusted source of information 

for CPAs nationwide. 


Please contact us for pricing. 
(800) 237-9851 
joa@russelljohns.com 





























Practices For Sale 
PAY LESS 
Aol Your Practice 


Ready to Sell? 
Why Pay More? 


offers 
outstanding service 
for less. 
We provide: 


$ Lower commission rate 
(call to see just how low!) 


$ Huge database of qualified buyers 


$ Expert negotiators — hundreds of 
successful sales completed 


for more information 
call 1-888-New Clients 


(1-888-639-2543) 


Looking to Buy? 
_ go to: www.newclientsinc.com/joa3 _ 


New Clients, Inc. 


Powering Your Growth 





Practices Wanted 


RETIREMENT MINDED practitioners seeking to 


successfully transition to retirement. We wish to ex- 
pand our base outside of Orlando. CPA firm preferred 
but not required. We are not a broker. Contact: (321) 
229-9257. 

























CPA with 25 years experience looking for 
a Florida retirement practitioner with billings 
in the $400,000 range and whose practice 
is comprised of tax, consulting, write-ups, 
payroll, compilations and reviews. 


Searching for a firm located in a desirable beach/ 
resort area with the appropriate demographics. 


Reply in confidence to: 
PO Box 4111, Gettysburg, PA 17325 














JOURNAL OF 
ACCOUNTANCY 
To learn more about your advertising options in 
Journal of Accountancy’s section, contact Russell 


Johns Associates, LLC at 800.237.9851, ext. 237 or 
email joa @russelljohns.com. 








Place your ad in Journal of Accountancy 
For information, contact: Trish O’Brien 

| (800) 237-9851, ext. 237 * Fax: (727) 445-9380 | 

Email: joa @russelljohns. com 
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Advertising Index 


(Publication of an advertisement in the 
Journal of Accountancy does not constitute 
an endorsement of the product or service 


ae by the Journal or AICPA.) 
Acounebewond PG ea 33 
Accounting Practice Saleso cea 2 21 
ADP Small Business Services...... 80 
RCP aon ts St a 
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Bites Aceaiacgt ae oncehoacs opis 60-61, 68-69, 72 


AICPA-Membership Marketing ... Ce 


Aon Insurance Services . — ee . : 1 
Becker Poe Education. (9.21) 
Blackline Systems 0... ae 5 
BNA Tax Romacencn PAC spots a 1 


Canadian Institute of 


CCH, a Wolters Kluwer Business... . 2 


Corpus 1ne. ieee oS Bde 
Hien ion oad. a | a 12 
BCP USA Gia... a. 9 
Kaplan Schweser CPA Review .. i 37 
Lockhart Thdusic. Ine. : tee ae 16, C4 
Pichen: oe Be eee S sis . 74-76 
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SOWWHEN | HAVE AN 


ASTHMA ATTACK 


| FEEL LIKE A FISH 
WITH NO WATER.”? 


-JESSE, AGE 5 





ATTACK ASTHMA. ACT NOW. 


l-866-NO-ATTACKS | SEPA 


WWW.NOATTACKS.ORG 


CDDIS 10/01 





THE... FE WORK 


If you were to observe one of our firm’s weekly staff meet- 
ings, you might wonder who owns the business. Legally, of 
course, there are three owners of AGI—my partners, Dorian 
Aiello and Steve Drageset, and I. But to listen to the staff, you 
would think they were the owners. They say things like, “We don’t 
do things like that...” or “We'd be better off if we did...” I cred- 
it their sense of ownership largely to our open-book policy. 


The firm did not always have an open-book policy; it grad- 
ually evolved after I became a partner. 


| joined the firm after working as a CPA 
in Portland, Ore., and then in Walnut 
Creek, Calif. Although I was up for 
a partnership in the Walnut Creek firm, 
my wife and I decided we wanted to 
move to Mount Shasta, Calif., to enjoy 
small-town life and raise our children 
close to the mountains. I accepted a staff 
position with the firm in December 1990; 
then, in February of 1992, I was given the 
opportunity to buy out one of the part- 
ners (Charlie Goodrich). 


At the time | became an owner, the 
firm was like most others: People 
worked hard at their jobs, but most did 
not know the value of their services in 
terms of how much was billed out for 
their time. In 1993, after about a year 
as partner, I felt the staff needed to 
know more about how we were doing, 
so my partner and I offered them a 
bonus pool of $10,000, which would be 
distributed if the firm hit certain targets. 
We decided to share some financial information so they could 
monitor their progress toward attaining the goal. 


That worked well, and the following year we met with the staff 
on a Saturday morning to review our “1995 Profit Plan” (the 
budget) and to announce a raise of 2.5%. On Monday morn- 
ing, the staff—which at that time consisted of only four employ- 
ees—announced they had had their own meeting on Sunday, in 
which they made some calculations: They said if we would give 
them a 15% to 20% raise, both the firm and they would earn more 
money, and they did not think our clients would mind a fee in- 
crease because of the quality of the service we delivered. Since at 





Lynn Teuscher, CPA 
Aiello, Goodrich & Teuscher, 
Mount Shasta, Calif. 


that time we were billing 3.5 times their rate of pay (it is now 4 
times), we immediately saw the bottom-line benefit. When the 
staff's prophecy about client acceptance came true, we opened the 
books to them. Although my partner was a bit uncomfortable with 
sharing the financials, he decided to trust the process. 


Our open-book policy has evolved from providing budget 
information to allowing everyone access to al/ financial 
information—including salary information. Except to turn on 
the computers, we have no passwords. 


Having access to this information has 
engendered trust and good commu- 
nication. Our employees tell us they look 
at their jobs differently, and being en- 
trusted with the information helps them 
work with their clients more effectively, 
since they know firsthand what success 
looks like. Access to the firm’s financials 
also provides the staff with a scorecard to 
measure if we are on target, so raises and 
the ability to go on an annual outing are 
never a surprise. 


Outings are an indirect outcome of the 
open-book policy; they reflect our phi- 
losophy of positive employee relations. 
Each year, we try to get away as a group. 
One year, we climbed Mount Shasta; that 
was a 14,179-foot experience. Another 
year, we went white-water rafting—some- 
thing we don’t intend to repeat, since 
two of our staff fell overboard during a 
string of Class IV rapids, and one got a 
black eye! This year we are going back 
to the river—but we will take a nice lazy float, not fight the 
rapids. Although our treks are not formal team-building exer- 
cises, they definitely result in bringing us closer together. 


| believe it is the talent—people—that makes a business suc- 
cessful. We are fortunate in having a great talent pool who have 
been with us a long time—two for more than 30 years, two oth- 
ers going on 20 years. I’m sure they have their reasons for stay- 
ing with us, but I would like to think that our open books and 
the trust we show them have been a big reason they are still here. 
—As told to Linda Segall, linda@segallenterprises.com, 

a freelance writer from Jacksonville, Fla. 
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Your Path to Success is Now Open. 


You're going the right direction, but you'd better act quickly. Registration is under way for the Personal 
Financial Specialist (PFS) and Accredited in Business Valuation (ABV) exams. Leverage your skills and 
enhance client confidence and trust in you and your firm. Exclusively offered to CPAs, these AICPA 
credentials will position you for growth in some of the hottest and most profitable specialty practices in 
accounting. Act now, the annual exam registration will close soon. Miss the date and you'll be lost 


in the crowd until next year. 


Exam registration is open — SIGN UP NOW! 
ABV — aicpa.org/abvexam PFS — aicpa.org/pfsexam 





For more information | aicpa.org | 888.777.7077 





Introducing Lockhart’s 


FASTenerFo/lder” 


A fast and elegant way to increase the | 
erceived and billable value of your work. 

















aa n image of uncompromising 
si oe | your clients with Lockhart’s 

— iss Tax and Report Covers. 
al capital you invest in client 
mands quality presentation 
ate professional value. 


it’s new patent pending 
Jing FASTenerFolder™ 
§ include: 


e-piece cover with 
built-in pocket 


e Fast assembly/reassembly 
when making copies 


e Innovative fastener for easy 
client access 


e Expanding spine holds 
1 to 250 pages 


State Return 








THE LOCKHART GUARANTEE 


You risk nothing! 100% unconditional guarantee. 


[OCKHART 


CALL 800-966-2709 today for | Branding Your Image 
your free Sample Kit #JB1010! a ...of Excellence 
www.LockhartAdvantage.com (800) 966-2709 








©.2010 Lockhart Industries, Inc. All rights*reserved. 


